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THINK GROWTH.

SHAREHOLDER RETURNS . EPS
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1999 gives effect to the change in the Company’s structure to
a fully taxable entity; 20060 earnings exclude a $25.5 million net
gain primarily related to a one-time tax henefit associated with
IndyMac’s transition from a REIT to a depository institution;
2001 earnings exclude a $10.2 million net charge primarily due
to a cumulative effect of a change in accounting principle.
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Dear Shareholders:
IndyMac’s results for 2003 were strong. Loan production increased by 44% to $30.0 b

lion, a new record, and total
assets grew by 38% to $13.2 billion. As a result, we achieved record levels of revenues and earnings of $708.1 million
and $171.3 million, respectively. Earnings per share (EPS) reached $3.01, a 25% increase year-over-year, which was
well ahead of our long-term targeted growth rate of 15%. Return on equity was 18.3% and book value per share of
$17.93 reflected a 16% increase. While the mortgage industry as a whole also reported record volumes, volatile inter-
est rates created risk management challenges for many of our peers. We began to see companies exiting the mortgage
business or reporting subpat results in the face of these challenges. IndyMac’s disciplined interest rate and credit risk
management ensured solid results for the Company during this period.

While strong, these results would likely have been better in 2003 if we were a pure mortgage banker with all of our
capital devoted to mortgage banking activities. IndyMac operates as a hybrid thrift/mortgage bank, which means we

have capital devoted to both investing activities and mortgage banking activities. To illustrate, we retained for invest-
ment purposes $4.4 billion of our mortgage foan production that if we were a pure mortgage banker, we would have

sold for gains in 2003.

During periods of declining interest rates, IndyMac’s investing activities tend to underperform due to accelerated pre-
payment activities but mortgage banking returns increase—this occurred in 2003. During periods of stable to rising
rates, the returns on investing activities improve and serve to balance the expected declines in mortgage loans pro-
duced. As a result, our business model is expected to produce more stable, consistent results over the long-term than a

pure mortgage banker that is more influenced by the cycles.

This balance was proven during the fourth quarter of 2003. As mortgage interest rates rose, the returns from our
investing activities improved from —3% in the third quarter at the peak of the refinance boom to 8% in the fourth
quarter. This improvement served to significantly offset the expected decline in mortgage production from $8.5 billion
in the third quarter to $6.3 billion in the fourth. As a result, while the overall mortgage industry production declined
by 49%, we reported EPS of $0.75, our second highest on record. And the decline in our mortgage production of 26%
was significantly less than the overall industry such that our market share improved 44%.

In addition to strong operating performance, we also reestablished quarterly dividend payments in the first quarter
of 2003. The dividend payments, combined with increased investor confidence in our hybrid model to provide strong

returns after the refinance boom, resulted in an improved price/earnings multiple on our shares and a total
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Q. THE MORTGAGE BANKERS ASSOCIATION
PREDICTS MORTGAGE ORIGINATIONS

WILL DROP BY 47% IN 2004. WHAT ARE
THE RAMIFICATIONS FOR INDYMAC IF
THIS HAPPENS?

Much of the impact of this decline was already evident in the fourth quarter
of 2003. Industry production decreased 49% from the third to the fourth
quarter. IndyMac’s fourth quarter reflected market share gains of 44% and
improved returns in our investing activities with the result that we earned
$0.75 per share, our second highest quarter on record. The MBA's full year
2004 projection of $2.0 trillion of mortgage production represents an
additional decline of 19% off the fourth quarter run rate. In this environ-
ment, we are projecting that EPS will remain relatively flat to 2003 EPS.
Frankly, we are pleased that the market transition is taking place, since

we believe it will highlight the strong, well-positioned companies such as
IndyMac from the weaker players.

YOU OFTEN REFER TO INDYMAC AS A
MERITOCRACY, OR PERFORMANCE-BASED
CULTURE. CAN YOU ELABORATE ON HOW

THAT CULTURE IS REFLECTED IN YOUR
wcm_mem _<_oomr AND << AT m_u_umo._. T

A meritocracy rewards achievement. If you don’t have a meritocracy, the
only alternative is a politically driven system, which rewards employees
unevenly and creates morale issues for the top performers versus the top
politicians. Rewarding people lor hard work also helps Lo manage risk and
keep employees’ interests aligned with the owners’. Cost is a competitive
advantage in the mortgage business, and compensation programs that are
more performance-based help the Company to manage costs efficiently
and effectively.

To be sure, these are big goals. But based on our growth and effective execution over

the last decade, we think these targets are achievable. To be successful in this industry,
companies must have scale in their mortgage originations and diversified earnings streams.
Qur strategies are designed to capitalize on the strengths of our hybrid model to gain
market share, increase profitability, and ultimately enhance shareholder returns.

These strategies are as follows:

1. Leverage our mortgage lending infrastructure to expand our marketing and sales efforts,

our geographic presence, and to create specialty niche mortgage lending businesses.

2. Balance earnings and enhance franchise value by:
a. Establishing a Southern California retail banking franchise.

b. Building our investment portfolio.

3. Support the above strategies:
a. Investing in a strong team and state-of-the-art capabilities in mortgage manufacturing,
risk-based lending, trading and investing.

b. Enhancing our performance culture to out-execute the competition.

Leveraging our Mortgage Lending Infrastructure

Geographic expansion to leverage our core mortgage lending business is key to building scale
in our business. As we open new regional centers and expand our sales and marketing efforts
in these areas, we not only attract new mortgage broker customers but also obtain a greater
share of business from existing customers in those locations. To this end, in 2003 we opened
two new regional sales and operations centers—one in Dallas and one in Seattle—for a

total of seven today. Our pian is to increase the number of regionai centers across the country
from 15 to 20 by 2008 and to add sales and marketing personnel accordingly. During 2003,
we increased our sales and marketing personnel by 78% for a total of 848 across our channels

of business.
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@ WHAT 1S YOUR CURRENTO

VIDEND RATE?

>. We reestablished quarterly dividend payments in the first quarter of 2003
with a quarterly payment of $0.10 per share. We increased that dividend
three times since, leading to our current rate of $0.25 for the first quarter
of 2004-—an increase of 150% over our first quarter 2003 dividend. With
interest rates expected to rise this year and mortgage production fevels
expected to fall, we’re forecasting little change in earnings per share for
2004, in contrast to the 27% compounded annual growth rate we recorded
over the previous 11 years. Given this outlook, I favor continued strong
increases in the dividend rate during this period to reward our loyal share-
holders, at least until we begin to resume EPS growth at a more normal-
ized rate. With our current payout ratio under 35%, we still have a lot of
room to grow. And IndyMac’s current dividend yield of approximately 3%
is very attractive compared to the 1.5% yield of the S&P 500 Index.

Building our Investment Portfolio

As noted earlier, our investing activities serve a strategic function in our hybrid thrift/mort-
gage hanking business model to help stabilize earnings when mortgage production declines.
Total loans held for investment increased 89% to $7.4 billion. The primary driver of this
increase was a 136% increase in SFR mortgage loans held for investment, which more than
doubled to $4.9 billion. In addition, the portfolio of mortgage loans that we service both on
on. With a targeted return of 15%. to

balance sheet and for others increased 27% to $37 b
20% on our investing activities, we expect that the growth in these portfolios will provide
balance to our rapidly growing, but cyclical mortgage banking activities in a post refinance

boom environment.

Other Initiatives

We have made a significant investment in both our mortgage banking and thrift infrastructure
including an investment in a strong team and state-of-the-art technologies. Qur existing infra-
structure is capable of managing an institution many times our current asset and loan volume
size with marginal investments in sales, marketing and operational costs. This is a key driver

of earnings enhancement over time.

To enhance our technology infrastructure and improve efficiencies in our core business, we
are currently focused on digitizing and imaging the middle tier processing of our mortgage
manufacturing activities. This will close the gap between our strong automated front-end
underwriting and pricing systems and our back-end automated servicing capabilities. As we
complete the full automation of mortgage processing from front to back, we will have the
ability to perform many of the routine tasks of mortgage processing from anywhere in the

world and achieve significant cost savings.

I'd like to take this opportunity to welcome Terrance G. Hodel to our Board of Directors.
Terry has more than three decades of senior management experience in mortgage banking
and financial institutions management, inciuding his service as President and Chief Operating
Officer of North American Mortgage Company, one of the top mortgage bankers in the
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HINK INDYMAC.

Business Model

IndyMac’s hybrid thrift/mortgage banking business model
provides a strong framework for growth over the long-term
and the flexibility to-operate in a wide variety of interest
rate environments. Within this model we are focused on
providing the financing for the acquisition, development
and improvement of single-family homes.

As a mortgage banker, we originate mortgage loans for sale
to investors. Our ._jo_\.am@m banking activities are character-
ized by a higher asset turnover rate than a traditional
savings and loan and more efficient utilization of capital.

Revenues generated by our mortgage banking activities
include gain on sale of mortgage loans, fee income and net

interest income during the period of time loans are held

pending sale. Mortgage banking activities are characterized
by higher returns on invested equity, but can be cyclical

in nature. Mortgage loans may be sold as whole loans to
other financial institutions, sold in bulk to government
sponsored enterprises—such as Freddie Mac and Fannie
Mae—or securitized and sold to investors in mortgage-

backed securities.

As a thrift, we also originate loans to be held for invest-
ment on our balance sheet, which capitalizes on our ability
to raise deposits and access the Federal Home Loan Bank
system to finance these assets efficiently. Such investing
activities provide a source of revenues that is generally
counter-cyclical to mortgage banking revenues. These
revenues consist primarily of interest income and servicing
fees over the life of the loans. IndyMac is strategically
focused on increasing the relative size of our portfolios of
prime mortgage and home equity loans, as well as mortgage
servicing rights, to achieve greater balance between our

mortgage banking activities and our investing activities. We
believe that our investing activities will increasingly act to
stabilize IndyMac’s core income.

Prudent allocation of capital between our mortgage banking

and investing activities in varying interest rate environments
tends to stabilize earnings through the mortgage cycles. In
periods of declining interest rates, we allocate more capital
to our mortgage banking activities as lower interest rates
create increased demand by consumers to refinance higher
rate mortgage loans. In such periods, we would expect to
see stronger revenues and returns on invested equity from
our mortgage banking activities and lower relative returns
on our investing activities as prepayments resulting from the
refinancing trends that are occurring shorten the lives of
these assets. Conversely, in periods of stable to rising rates,
we tend to allocate more capital to our investing activities
as mortgage refinancing activities slow. During this time

we would expect to see improved returns on equity in our
investing activities as the duration of our investments
extends with lower prepayments while the returns in our
mortgage banking activities would be expected to decline.

IndyMac’s three main segments, IndyMac Mortgage Bank,
IndyMac Consumer Bank and the Investment Portfolio
Group, each have operations that encompass our mortgage
banking activities and investing activities as shown on the
following page.
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Segments

IndyMac operates through three main divisions— IndyMac
Mortgage Bank, IndyMac Consumer Bank and the Invest-
ment Portfolio Group. Through these divisions, IndyMac
offers highly competitive mortgage products and services
that are tailored to meet the needs of both businesses

and consumers:

IndyMac Mortgage Bank is our relationship business that
serves a wide range of business customers nationwide,
including mortgage brokers, mortgage bankers, financial
institutions (our B2B channel), Realtors® (our B2R channel)
and homebuilders (our HBD division). It also includes our
Home Construction Lending division (our HCL division).

IndyMac Consumer Bank provides consumers a wide range
of single-family residential mortgage and retail banking
products using a centralized, technology-based approach
and branch locations in Southern California.

The Investment Portfolio Group consists predominately of
prime, single-family residential mortgage loans, mortgage
securities and mortgage loan servicing.

IndyMac Mortgage Bank
MORTGAGE PROFESSIONALS (B2B)

Our B2B channel was responsible for 62% of our total
mortgage production during 2003. B2B acquires mortgage
loans from mortgage brokers, mortgage bankers and finan-
cial institutions. Strong teams of professionals work closely
with our B2B customers to ensure exceptional customer
service that fosters a mutually rewarding relationship
extending from us to our business customers and on to
their retail clients.

INDYMAC BANCORP, INC.

Mortgage Professionals’
(B2B)

Consumer Direct

SFR Mortgage Loans

[

Real Estate Professionals’
(B2R and HBD)

Southern California
Retail Banking

SFR Mortgage
Securities Portfolio

j Consumer

Construction® (HCL)

SFR Mortgage
Loan Servicing

! Includes mortgage brokers, mortgage bankers and financial institutions.

? Realtors and homebuilders.
? Products that are sourced through all channels.

REALTORS (B2R)

Through our LoanWorks® brand, we serve real estate
professionals who are interested in cross-selling mortgage
loans as an additional service to their home purchase
clients. Having the Realtor as a single point of contact
eliminates the confusion surrounding the status and con-

summation of the home purchase for many homebuyers.

LoanWorks.com allows real estate agents to utilize our
web-based e-MITS technology as their in-house mortgage
processing center and their online origination management
system. As industry trends change and mortgages to
facilitate home purchases again become the dominant
transaction in the mortgage business, this channel offers
an opportunity to connect with a primary source of new
revenue, while allowing Realtors to provide more value to
their customers.
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INK INTEGRITY. |

Corporate Governance

At IndyMac, sound judgment, strong leadership and a
solid enterprise risk management system help to mitigate
the risks inherent in our business. In response to question-
able behavior by some corporate stewards in recent
years, the U.S. Congress, the Securities and Exchange
Commission and the New York Stock Exchange have all
implemented programs to ensure that corporate directors
and officers are carrying out their fiduciary duties and
that there are adequate internal controls to protect
shareholder interests.

IndyMac welcomes this increased scrutiny. Over the past
several years as we have made our transition to a federally
regulated depository institution, corporate governance—

in tandem with solid enterprise risk management—has been
a key focus. To this end, we have instituted a number of
important governance changes reinforcing our commitment
to our shareholders, the public markets, our regulators and
our employees.

The philosophy of our corporate governance policy centers
on the fiduciary duties of care and loyalty that must be
exercised by the directors and officers of the Company. Care
includes the responsibility to understand our business and
review all reasonably available information before making
decisions on behalf of the Company—to act in IndyMac’s
best interests. Loyalty calls for the settlement of conflicts

of interest to be resolved in the Company’s favor. We have
taken a number of proactive steps to see that these values
are honored:

v

Seven of our eight holding company Board members

are “independent” as defined by the New York Stock
Exchange listing standards

Nine of our ten bank Board members are independent

v

W

We have a presiding independent director

- All members of our Board committees are independent

v

- The independent members of the Board meet regularly
without the presence of management

v

All three members of our Audit Committee meet the
Securities and Exchange Commission’s definition of
“audit committee financial experts’”

> We have stock ownership requirements for Board
members and executive officers

v

IndyMac has a code of ethics and conflict of interest
policy which is documented, updated and disseminated
to employees regularly

v

A hotline is available to all employees to facilitate
anonymous reporting of any questionable activities

Corporate Governance Quotient

One of the most frequently cited evaluations of a company’s
corporate governance policies is the corporate governance
quotient (CGQ), provided by Institutional Shareholder
Services. The CGQ ranks a company against its index

peer groups and industry peer groups. Since its initial
rating in July 2002, IndyMac consistently ranks among

the top companies in its S&P 400 and banking industry
peer groups. The CGQ is a dynamic rating that is influenced
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COMMITTEE COMPOSITION

Audit Committee

Hugh M. Grant (chair)
Robert L. Hunt I1
James R. Ukropina, Esq.

Management Development

and Compensation

James R. Ukropina, Esqg. (chair)
Louis E. Caldera

Robert L. Hunt 11

Corporate Nominating and Governance
Patrick C. Haden (chair)

Hugh M. Grant

James R. Ukropina, Esq.

Asset and Liability

Robert L. Hunt II (chair)
Lyle E. Gramley

Terrance G. Hodel

Senator John Seymour (ret.)

Community Lending, Compliance,
Process and Technology

Senator John Seymour (ret.) (chair)
Terrance G. Hodel

Lydia H. Kennard

Directors*
INDYMAC BANCORP AND INDYMAC BANK

Michael W. Perry, Chief Executive Officer and Chairman

of the Board of Directors of IndyMac and IndyMac Bank

Mr. Perry has been leading the day-to-day operations

of IndyMac since January 1993. Under his leadership,
IndyMac has grown ?o? four employees, $714 million in
assets and a market cap of mwm million to 3,883 employees,
total assets of $13.2 biltion and a market cap of $1.7
billion, as of December 31, 2003. He has over 19 years of
business experience with financial institutions, real estate
firms and mortgage hanking companies, including four
years as a certified public accountant with KPMG LLP

Louis E. Caldera, President, University of New Mexico

Mr. Caldera has an extensive background in public service

including the following:

> Appointed Secretary of the Army for the Clinton
Administration

> Appointed Managing and Chief Operating Officer of the
Corporation for National and Community Service for the
Clinton Administration

> Three terms as a representative in the California
State Assembly

> Vice Chancellor for University Advancement of The
California State University System o

Mr. Caldera received a BS from the United States Military

Academy, an MBA from Harvard Business School and a JD

from Harvard Law School.

" For more extensive biographies, please see IndyMac’s 2004 proxy.

Lyle E. Gramley

Mr. Gramley is a former member of the Board of Governors
of the Federal Reserve System. Since September 1985,

he has been employed by the Mortgage Bankers Association
of America as its chief economist and, more recently,

as a consulting economist. Since June 2002, Mr. Gramley
has been a Senior Economic Advisor with the Schwab
Washington Research Group. He serves on the Board

of Trustees of numerous mutual funds administered by
Dreyfus Service Corporation. Mr. Gramley received his
Doctorate from Indiana University.

Hugh M. Grant

Mr. Grant spent 38 years with Ernst & Young LLP
(including service with Arthur Young & Company before

its 1989 merger with Ernst & Whinney) where, among
other things, he was Vice-Chairman and Regional Managing
Partner-Western United States.

Patrick C. Haden

Mr. Haden has been a general partner of Riordan, Lewis &
Haden, an equity investment firm, since 1987. Mr. Haden
graduated Magna Cum Laude, Phi Beta Kappa from the
University of Southern California and was awarded a
Rhodes Scholarship to study Economics at Oxford
University in England. Mr. Haden received a JD from
Loyola Law School.

Terrance G. Hodel

Mr. Hodel most recently served as Chief Executive Officer
of Paymap, Inc. Mr. Hodel has three decades of mortgage
banking experience including service as President and Chief
Operating Officer of North American Mortgage Company,
from 1992 to 1997 when the company was acquired by
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CONSOLIDATED BALANCE SHEETS

December 31

Doliars in thousands, except per share data 2003 2002
Assets
Cash and cash equivalents $ 115,485 $ 196,720
Securities classified as trading ($70.9 million and $589.6 million pledged as collateral for borrowings at

December 31, 2003 and 2002, respectively) 223,632 765,883

Mortgage-backed securities available for sale, amortized cost of $1.6 billion ($1.5 billion pledged as collateral for

borrowings at December 31, 2003 and 2002) 1,613,974 1,573,210
Loans receivable:

Loans held for sale

Prime 2,196,488 1,939,780
Subprime 295,008 213,405
Consumer lot loans 81,752 74,498
Tota! loans held for sale 2,573,248 2,227,683

Loans held for investment
SFR mortgage 4,945,439 2,096,517
Consumer construction 1,145,526 875,335
Builder construction 484,397 482,408
HELOC 711,494 312,881
Land and other mortgage 126,044 130,454
Income property 36,285 64,053
Allowance for loan losses (52,645) (50,761)
Total loans held for investment ] 7,396,540 3,910,887
Total loans receivable ($7.6 billion and $4.3 billion pledged as collateral for borrowings at December 31, 2003 and 2002, respectively) 9,969,788 6,138,570
Mortgage servicing rights 443,688 300,539
Investment in Federal Home Loan Bank stock, at cost 313,284 155,443
Interest receivable 51,758 47,089
Goodwill and other intangible assets 33,697 34,549
Foreclosed assets 23,677 36,526
Other assets 451,408 325,925
Total assets $13,240,391 $9,574,454
Deposits $ 4,350,773 $3,140,502
Advances from Federal Home Loan Bank 4,934,911 2,721,783
Other borrowings 2,622,094 2,608,534
Other liabilities 315,182 253,670
Total labilities 12,222,960 8,724,489

Shareholders’ Equity
Preferred stock — authorized, 10,000,000 shares of $0.01 par value; none issued
Common stock — authorized, 200,000,000 shares of $0.01 par value;

issued 85,914,552 shares (56,760,313 outstanding) at December 31, 2003

and issued 83,959,547 shares (54,829,486 outstanding) at December 31, 2002 859 840
Additional paid-in-capital 1,043,856 1,007,936
Accumulated other comprehensive loss (26,454) (17,747)
Retaine 518,408 377,707
Treasury stock, 29,154,239 shares and 29,130,061 shares at December 31, 2003 and 2002, respectively (519,238) (518,771)

Total shareholders’ equity 1,017,431 849,965
Total liabilities and shareholders’ equity $13,240,391 _$9,574,454

Please refer to the complete set of financial statements and accompanying notes included in the Company’s Annual Report on Form 10-K, Item 8: Financial Statements-—Supplementary Data
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CONSOLIDATED STATEMENTS OF SHAREHOLDERS' EQUITY AND COMPREHENSIVE INCOME

Accumulated

Additional Other Total Total
Shares Common Paid-in Comprehensive Retained Comprehensive Treasury Shareholders’
Doltars in thousands Outstanding Stock Capital Income {Loss) Earnings Income Stock Equity
Balance at December 31, 2000 62,176,316 $818 $ 920,205 $ (2,603) $117,926 $(308,453) $ 727,893
Common stock options exercised 1,417,038 14 19,984 — — $ — — 19,998
Directors’ and officers’
notes receivable — — (48) — — - — (48)
Deferred compensation, )
restricted stock 62,189 — 2,318 — — — - 2,318
401(k) contribution 73,453 1 1,876 — — — — 1,877
Net gain on mortgage-backed
securities available for sale — — — 2,136 — 2,136 — 2,136
Net unrealized gain on derivatives
used in cash flow hedges — — — 1,037 — 1,037 — 1,037
Dividend reinvestment plan 1,524 — 37 — — — — . 37
Purchases of common stock (3,364,254) — — — — — (78,775) (78,775)
Issuance of warrants — — 52,277 — — — — 52,277
Net earnings — — — — 116,388 116,388 — 116,388
Total comprehensive income — — — — — 119,561 — —
Balance at December 31, 2001 60,366,266 833 996,649 570 234,314 (387,228) 845,138
Common stock options exercised 617,243 7 9,803 — — — — 9,810
Directors’ and officers’
notes receivable — — (168) — — — — (168)
Deferred compensation,
restricted stock 28,447 — 1,619 — — — — 1,619
Net gain on mortgage-backed
securities available for sale — — — 476 —_ 476 — 476
Net unrealized loss on derivatives
used in cash flow hedges — — — (18,793) — (18,793) — (18,793)
Dividend reinvestment plan 1,341 — 33 — — — — 33
Purchases of common stock (6,183,811) — — — — — (131,543) (131,543)
Net earnings — — — — 143,393 143,393 — 143,393
Total comprehensive income — — — — — 125,076 — o
Balance at December 31, 2002 54,829,486 840 1,007,936 (17,747) 377,707 (518,771) 849,965
Common stock options exercised 1,740,786 19 33,114 — — — — 33,133
Directors’ and officers’
notes payments — - 502 — — — — 502
Deferred compensation,
vestricted stock 214,219 — 2,304 — — — — 2,304
Net loss on mortgage-backed
securities available for sale — — — (5,414) — (5,414) — (5,414)
Net unrealized loss on derivatives
used in cash flow hedges — — — (3,293) — (3,293) — (3,293)
Cash dividends paid - $0.55
per common share — — — — (30,602) — : — (30,602)
Purchases of common stock (24,178) — — — — — (467) (467)
Net earnings — — — — 171,303 171,303 — 171,303
Total comprehensive income — — — — — $162,596 — —

Balance at December 31, 2003 56,760,313 $859 $1,043 856 $(26,454) $518,408 $(519,238) $1,017,431
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REPORT OF INDEPENDENT AUDITORS

Board of Directors and Shareholders
IndyMac Bancorp, Inc.

We have audited, in accordance with auditing standards generally accepted in the United
States, the consolidated balance sheets of indyMac Bancorp, Inc. and Subsidiaries (the
“Company”’) as of December 31, 2003 and 2002, and the related consolidated statements
of earnings, shareholders’ equity and comprehensive income, and cash flows for each of the
three years in the period ended December 31, 2003 (not presented herein), and in our report
dated January 23, 2004, we expressed an-unqualified opinion on those consolidated financial
statements.

In our opinion, the information set forth in the accompanying condensed consolidated
financial statements is fairly stated, in all material respects, in relation to the consolidated
financial statements from which it has been derived.

Los Angeles, California
January 23, 2004

Al ¥ LLP

REPORT OF INDEPENDENT ACCOUNTANTS

Board of Directors
IndyMac Bancorp, Inc.

We have examined management’s assertion, included in the accompanying Report of
Management on Internal Control Over Financial Reporting, that IndyMac Bancorp, Inc. (the
Company) maintained effective internal control over financial reporting as of December 31,
2003 based on criteria established in the “Internal Control—Integrated Framework” issued
by the Committee of Sponsoring Organizations of the Treadway Commission. Company man-
agement has informed us that the scope of its assertion includes financial reporting presented
in conformity with accounting principles generally accepted in the United States and the Thrift
Financial Reports presented in conformity with the Office of Thrift Supervision Instructions
for Thrift Financial Reports. Management is responsible for maintaining effective internal
control over financial reporting. Our responsibility is to express an opinion on management’s
assertion based on our examination.

Our examination was conducted in accordance with attestation standards established by the
American Institute of Certified Public Accountants and, accordingly, included obtaining an
understanding of internal control over financial reporting, testing, and evaluating the design
and operating effectiveness of the internal control, and performing such other procedures as
we considered necessary in the circumstances. We believe that our examination provides a
reasonable basis for our opinion.

Because of inherent limitations in any internal control, misstatements due to error or fraud
may occur and not be detected. Also, projections of any evaluation of internal control over
financial reporting to future periods are subject to the risk that internal control may become
inadequate because of changes in conditions, or that the degree of compliance with the policies
or procedures may deteriorate.

In our opinion, management’s assertion, that IndyMac Bancorp, Inc. maintained effective
internal control over financial reporting as of December 31, 2003, as described above, is
fairly stated, in all material respects, based on criteria established in the “Internal Control
—Integrated Framework’’ issued by the Committee of Sponsoring Organizations of the

Treadway Commission.
g ¥ %&:&N\:w

Los Angeles, California
January 23, 2004
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THINK LEADERSHIP.

Directors

INDYMAC BANCORP & INDYMAC BANK
Michael W. Perry

Chairman of the Board and

Chief Executive Officer

James R. Ukropina, Esq. ¥**%7
Presiding Director

Chief Executive Officer
Directions, LLC

Louis E. Caldera **
President, University of New Mexico

Lyle E. Gramley **

Senior Economic Adviser

Schwab Washington Research Group
Washington, D.C.

Hugh M. Grant ¥*+&7
Retired Vice Chairman
Ernst & Young, LLP

Patrick C. Haden **¢
General Partner
Riordan, Lewis & Haden
Equity Investments

Terrance G. Hodel 2>*
Independent Director

Robert L. Hunt 11 ¥2367
Independent Director

INDYMAC BANK

Lydia H. Kennard > ¢
Independent Director

U.S. Senator John Seymour (ret.) 2>¢
Chief Executive Officer

Southern California Housing
Development Corporation

Directors Emeritus

Thomas J. Kearns

Frederick J. Napolitano

Executive Committee

Michael W. Perry
Chairman and Chief Executive Officer

Scott Keys
Executive Vice President
Chief Financial Officer

S. Blair Abernathy
Secondary Marketing

Ashwin Adarkar
Executive Vice President
Corporate Strategy and Marketing

Raymond D. Matsumoto
Executive Vice President
Enterprise Process and Technology

Roger H. Molvar
Chief Executive Officer
IndyMac Consumer Bank

Grosvenor G. Nichols
Executive Vice President
Enterprise Risk Management

R. Patterson Jackson
Chief Executive Officer
Home Equity Division

John D. Olinski
Executive Vice President
Chief Investment Officer

Thomas H. Potts
Executive Vice President
Corporate Finance

Richard H. Wohl
Chief Executive Officer
IndyMac Mortgage Bank
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CORPORATE INFORMATION

Independent Accountants
Ernst & Young LLP

725 South Figueroa Street
Los Angeles, CA 90017

Registrar and Transfer Agent

The Bank of New York

Investor Relations Department
RO. Box 11258

Church Street Station

New York, New York 10286-1258
(800) 524-4458

Mortgage Products

If you are in the process of purchasing

a new home or interested in refinancing
your current mortgage or obtaining a
home equity line of credit, please contact
us at (888) 321-FUND® or apply online
at our direct lending website
www.IndyMacBank.com.

Deposit Products and Services
IndyMac Bank offers competitive
Web-enhanced deposit products.

For more information, please contact
us at (800) 998-2900 or online at
www.IndyMacBank.com.

Stock Purchase Plan

IndyMac Bancorp has an online direct
stock purchase plan that ailows for the
purchase of IndyMac shares onfine.
Further information on this plan is avail-
able at http://www.IndyMacBank.com/
Investors/Shareholders.

Dividend Policy

IndyMac’s Board of Directors
reestablished a quarterly dividend in
2003, declaring a $0.10 dividend on
January 29, 2003 and again on April 29,
2003. Subsequently, the dividend was
raised to $0.15 in the third quarter and
$0.20 in the fourth quarter, for a total
per share dividend of $0.55 for 2003.
The Company’s goal is to continue
increasing the dividend on a quarterly
basis, pursuant to approval by the Board
of Directors. On January 29, 2004, the
Company declared a $0.25 dividend for
the first quarter of 2004.

Form 10-K

For shareholders and others interested
in information beyond that shown in
this report, IndyMac Bancorp’s Annual
Report on Form 10-K for 2003,
required to be filed with the Securities
and Exchange Commission, may be
obtained without charge at our website
at www.IndyMacBank.com,

or by writing to:

IndyMac Bancorp

Investor Relations

155 North Lake Avenue

Pasadena, California 91101-7211

Analyst Coverage

Crowell, Weedon & Company
Friedman Billings Ramsey
Jefferies & Company, Inc.
JMP Securities

Keefe, Bruyette & Woods, Inc.
Lehman Brothers

Morgan Stanley

Portales Partners, LLC

Roth Capital Partners, Inc.
Standard & Poor’s Corporation

Website Information

For more corporate information
please visit us at
http://www.IndyMacBank.com/
Investors/Shareholders.

> Officers & Directors

> Corporate Governance

> Stock Quote

> Fact Sheet

> Annual Reports

> Quarterly Reports

> SEC Filings

Stock Charts

> Fundamentals

> Earnings Estimates

Analyst Coverage

> Stock Purchase Plan

> Press Releases

> Presentations

Calendar of Events

> Audio Archives

FAQs

> Information Requests

> E-Mail Alerts

Or call us at (800) 669-2300
ext. 5019 or (626) 535-5019

v

v

v

v

Stock Information

IndyMac’s common stock is traded on
the New York Stock Exchange under the
symbol NDE (NYSE: NDE).

The following table sets forth the high and
low sales prices (as reported by Bloomberg
Financial Services) for the common stock
for the years ended December 31, 2003
and 2002.

Quarter High Low  Dividends
2003

1 $20.51 $17.65 $0.10
2 26.96 19.00 0.10
3 27.33 21.17 0.15
4 31.97 23.20 0.20
2002

1 $25.95 $21.97 $ —
2 26.89 22.16 —
3 23.85 17.55 —
4 20.20 16.14 —_

As of February 23, 2004, 57,396,048
shares of IndyMac’s common stock were
held by 1,853 shareholders of record.

Annual Meeting

The annual meeting of shareholders will
be held at 9:00 a.m. (PDT) on Wednesday,
April 28, 2004 at the IndyMac Mortgage
Bank Headquarters at 3465 E. Foothill
Blvd., Pasadena, CA 91107.

@ Member
wees FDIC

NYSE:NDE

©2004 IndyMac Bank, F.S.B. Registered
trade/service marks are the property

of IndyMac Bank, F.S.B. and/or its
subsidiaries.



UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

Form 10-K
(Mark One)

ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d)
OF THE SECURITIES EXCHANGE ACT OF 1934
For the fiscal year ended December 31, 2003
. or v
[0 TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d)
OF THE SECURITIES EXCHANGE ACT OF 1934

For the transition period from to
Commission file number: 1-8972

INDYMAC BANCORP, INC.

(Exact name of registrant as specified in its charter)

Delaware 45-3983415
(State or other jurisdiction of incorporation) (IL.R.S. Employer Identification No.)
155 North Lake Avenue, Pasadena, California 41101-7211
(Address of principal executive offices) (Zip Code)

Registrant’s telephone number, including area code:
(800) 669-2300

Securities registered pursuant to Section 12(b) of the Act:

Title of each class Name of each exchange on which registered
Common Stock, $.01 Par Value
(including related preferred stock purchase rights) New York Stock Exchange
WIRES Units ‘
(Trust Preferred Securities and Warrants) New York Stock Exchange

Securities registered pursuant to Section 12(g) of the Act:
[None.]

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13
or 15(d) of the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period
that the registrant was required to file such reports) and (2) has been subject to such filing requirements for
the past 90 days. Yes No O

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not
contained herein, and will not be contained, to the best of registrant’s knowledge, in definitive proxy or
information statements incorporated by reference in Part 111 of this Form 10-K or any amendment to this
Form 10-K ©.

Indicate by check mark whether the registrant is an accelerated filer (as defined in Exchange Act
Rule 12b-2). Yes No O

Based on the closing price for shares of Common Stock as of June 30, 2003, the aggregate market value
of Common Stock held by non-affiliates of the registrant was approximately $1,398,990,175. For the purposes
of the foregoing calculation only, in addition to affiliated companies, all directors and executive officers of the
registrant have been deemed affiliates.

As of February 23, 2004, 57,396,048 shares of IndyMac Bancorp, Inc. Common Stock, $.01 par value per
share, were outstanding.
DOCUMENTS INCORPORATED BY REFERENCE
Proxy Statement for the 2004 Annual Meeting — Part III
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. PART I

FORWARD-LOOKING STATEMENTS

Certain statements contained in this Form 10-K may be deemed to be forward-looking statements within
the meaning of Section 27A of the Securities Act of 1933 and Section 21E of the Securities Exchange Act of
1934. Forward-looking statements include statements regarding our financial condition, results of operations,
plans, objectives and future performance and business. Forward-looking statements typically include the words
“anticipate,” “believe,” “estimate,” “expect,” *‘project,” “plan,” “forecast,” “intend,” and other similar
expressions. These statements reflect our current views with respect to future events and financial perform-
ance. They are subject to risks and uncertainties, including,. among others, those identified in the “Key
Operating Risks” and “Risk Factors That May Affect Future Results” discussions below, which could cause
future results to differ materially from historical results or from the results anticipated. Readers are cautioned
not to place undue reliance on these forward-looking statements, which speak only as of their dates or as of the
date hereof if no other date is identified. We undertake no obligation to update or revise any forward-looking
statements, whether as a result of new information, future ¢vents or otherwise.

RT3 9 4 AT

ITEM 1. BUSINESS

We are the holding company for IndyMac Bank, F S.B., a Federal Deposit Insurance Corporation
(“FDIC”) insured savings and loan association. IndyMac Bank® is'the largest savings and loan in Los
Angeles County and the 14th largest nationwide, based on assets. IndyMac is in the business of designing,
manufacturing, and distributing cost-efficient financing for the acquisition, development, and improvement of
single-family homes. IndyMac also provides financing secured by single-family homes to facilitate consumers’
personal financial goals, and strategically invests in single-family related assets. We facilitate the acquisition,
development, and improvement of single-family homes through our award-winning e-MITS® (Electronic
Mortgage Information and Transaction System) platform that automates underwriting, risk-based pricing and
ratelocking on a nationwide basis via the Internet. IndyMac s mortgage products and services are tailored to
meet the needs of both consumers and busmesses ~

IndyMac (then kn.own as Countrywide Mortgage Investments, Inc.) was founded as a passive mortgage
real estate investment trust (“REIT”) in 1985 and transitioned its business model to become an active,
operating mortgage lender in 1993. In response to the global liquidity crisis in the fourth quarter of 1998 in
which many non-regulated financial institutions, mortgage lenders and mortgage REITs were adversely
impacted or did not survive, we determined that it would be advantageous to become a depository institution.
The depository structure provides significant advantages in the form -of diversified financing sources, the
retention of capital to support growth and a strong platform for the origination of mortgages. Accordingly,

effective January 1, 2000 we terminated our status as a REIT and converted to a fully taxable entity, and, on
July 1, 2000, we acquired SGV Bancorp, Inc. (“SGVB™), which then was the parent of First Federal Savings
and Loan Association of San Gabriel Valley, a federal savings association. We contributed substantially all of
our assets and operations to the subsidiary savings association, which we renamed IndyMac Bank, F.S.B.
(“Bank”). -

References to “IndyMac Bancorp” or the “Parent Company” refer to the parent company alone, while
references to “IndyMac,” or the “Company” refer to the parent company and its consolidated subsidiaries.

BUSINESS MODEL

IndyMac’s hybrid thrift/ mortgage banking business model is the framework for our corporate structure.
Our primary business is the origination of and investment in’ single-family residential mortgage assets. A
mortgage banking company originates mortgage loans for sale to investors, and services such loans on an on-
going basis for the investors. As-such, a mortgage banking company has a higher asset turnover rate than a
traditional savings and loan, and generates a higher portion of its- income from gains on the sale of loans and
servicing fees, and a lower portion from net interest income. Mortgage loan production can also be held on the
balance sheet in the form of loans and mortgage backed securities, similar to a more traditional savings and
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loan, providing a source of revenues that is generally counter-cyclical to mortgage banking revenues. These
revenues consist primarily of interest income and servicing fees. IndyMac is strategically focused on increasing
the relative size of its portfolios of prime mortgage and home equity loans, as well as mortgage servicing rights,
to achieve greater balance between its mortgage banking activities and its core investing activities. We believe
that our investing activities will increasingly serve to stabilize IndyMac’s core income.

The mortgage market is a huge industry, with mortgages outstanding growing an average of 7 to 8 percent
annually over the last several decades. According to the National Mortgage News, we were one of the top 19
originators of mortgage loans in the United States. During the fourth quarter of 2003, our market share
approximated 0.8% based on mortgage loan origination volume of $29.2 billion in 2003. IndyMac’s long-term
strategy focuses on gaining a larger share of the mortgage origination market without compromising our
profitability goals. We plan to accomplish this by leveraging our mortgage-banking infrastructure, increasing
our marketing and sales efforts, and expanding our geographic presence. To complement our mortgage
banking activities, we will continue to add high quality single-family residential and  home equity loans to the
investment portfolio to help mitigate fluctuations in earnings during the mortgage origination cycle.

We offer many types of home mortgage products using a technology-based approach, leveraged across
multiple products, channels and customers. We serve a wide range of customers, including consumers,
mortgage brokers, mortgage bankers, community financial institutions, homebuilders and real estate profes-
sionals. The environment of historically low interest rates over the past three years has been very favorable for
mortgage lenders who effectively hedged their mortgage servicing rights. Consumers continued to refinance
existing loans and historically low mortgage rates opened the door for home ownership to many first time
buyers. By late 2003, the market began transitioning back to more traditional levels. The Mortgage Bankers
Association estimates that production fell by 49% in the fourth quarter of 2003 compared to the third quarter
of 2003 and that 2004 origination volume will decrease 47% to $2 trillion, compared to $3.8 trillion in 2003.
While our forecast includes a reduction in origination volume in 2004, we do not expect to experience a
decrease as significant as other mortgage bankers due to our focus in less interest rate sensitive mortgage
products and mortgage channels with strong ties to the purchase market. Looking ahead, we expect our
earnings to remain relatively flat in 2004 compared to 2003, but then increasing to approximately $4.00 per
share in 2005. We would expect continued solid EPS growth thereafter given our historical compounded
annual EPS growth rate from December 31, 1992 through December 31, 2003 of 28%. These earning
estimates do not include the impact of the potential change in rate lock accounting discussed in “Item 7,
Operations, Mortgage Banking Activities.”

MORTGAGE BANKING ACTIVITIES

- We offer single-family residential mortgage products in all 50 states using a technology-based approach.
Our ability to leverage our technology investment over multiple channels, products and customers creates an
efficient, low-cost operating platform. Our Internet-based, e-MITS platform is an automated loan submission,
underwriting, and risk-based pricing system that allows any of our mortgage loan customers, both business and
consumer, to conduct business with us electronically through our mortgage loan Internet sites. During 2003,
72% of the loan balance of mortgage loans we acquired was processed through e-MITS.

We provide our mortgage banking customers with a range of choices designed to meet their financial
needs. Our broad product line includes adjustable-rate mortgages (“ARMs”) offering borrowers multiple
payment options, and fixed-rate mortgages, both conforming and non-conforming (a conforming loan is one
that falls within the maximum loan size and meets other criteria for inclusion in the guarantee programs of
Fannie Mae or Freddie Mac). We also offer subprime loans, construction financing for single-family
residences provided directly to individual consumers, builder construction financing facilities for larger
residential subdivision loans and home equity lines of credit (“HELOCs”).

When we have accumulated a sufficient volume of loans with similar characteristics, generally $100 mil-
lion to $500 million in principal amount, we resell the loans in the secondary market. The length of time
between when we purchase a mortgage loan and when we sell or securitize the mortgage loan generally ranges
from 10 to 90 days, depending on factors such as loan volume by product type and market fluctuations in the
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prices of mortgage-backed securities. One of our strategies is to reduce the period of time we hold loans before
they are sold. On average during 2003, we sold loans within $0 days of purchase or origination. The faster loan
turnover rate provides for a more efficient use of our capltal and reduces hedge costs, which results in a higher
return on average equity.

We sell the majority of the mortgage loans that we originate or purchase (79% in 2003). The loans are
sold on a non-recourse basis, but we make certain representations and warranties concerning the loans. We
generally retain the servicing rights with respect to loans old to the government sponsored enterprises, or
GSEs (primarily Fannie Mae and Freddie Mac). The credit losses on these loans are absorbed by the GSEs.
We pay guarantee fees to the GSEs to compensate them for their assumption of credit risk. We have recently
begun selling loans to the Federal Home Loan Bank of San Francisco (“FHLB”), for which we retain the
servicing rights. Loans sold to the FHLB typically contain a risk-sharing arrangement in which we benefit
from the performance of the loans sold. This benefit is typically less than 10 basis points of the loan amount
sold and is recorded as a residual and included as a component of securities classified as trading.

We also sell loans through private-label securitizations. Loans sold through private-label securitizations
consist primarily of prime non-conforming loans and subprime loans. The securitization process involves the
sale of the loans to one of our wholly owned bankruptcy remote special purpose entities which then sells the
loans to a separate, transaction-specific securitization trust in exchange for cash and certain trust interests that
we retain. The securitization trust issues and sells undivided interests to third party investors that entitle the

. investors to specified cash flows generated from the securitized loans. These undivided interests are usually
represented by certificates with varying interest rates and are secured by the payments on the loans acquired
by the trust, and commonly include senior and subordinated classes. The senior class securities are usually
rated “AAA” by at least two of the major independent rating agencies and have priority over the subordinated
classes in the receipt of payments. We have no obligation to provide funding support to either the third party
investors or securitization trusts. The third party investors or the securitization trusts have no recourse to our
assets or us and have no ability to require us to repurchase their securities. We do make certain representations
and warranties concerning the loans, such as lien status or mortgage insurance coverage, and if we are found to
have breached a representation or warranty we could be required to repurchase the loan from the
securitization trust. We do not guarantee any securities issued by the securitization trusts. The securitization
trusts represent “qualified special purpose entities” which meet the legal isolation criteria of Statement of
Financial Accounting Standards No. 140 “Accounting for Transfer and Servicing of Financial Assets and
Extinguishments of Liabilities” (“SFAS 140”) and are therefore not comsolidated for financial reporting
purposes. To a lesser extent, we also sell loans on a whole-loan basis to institutional investors who typically
acquire the related loan servicing rights.

In addition to the cash the securitization trust pays for the loans, we often retain certain interests in the
securitization trust as payment for the loans. These retained interests may include mortgage servicing rights
(“MSRs”), AAA-rated interest-only securities, AAA-rated senior securities, subordinated classes of securi-
ties, residual securities, cash reserve funds, or an overcollateralization account. Other than AAA-rated
interest-only securities, the AAA-rated senior securities and the MSRs, these retained interests are
subordinated and serve as credit enhancement for the more senior securities issued by the securitization trust.
We are entitled to receive payment on most of these retained interests only after the third party investors are
repaid their investment plus interest and there is excess cash in the securitization trust. Qur ability to obtain
repayment of our residual interests depends solely on the performance of the underlying mortgage loans.
Material adverse changes in performance of the loans, including actual credit losses and prepayment speeds,
may have a significant adverse effect on the value of these retained interests.

We usually retain the servicing rights for the securitized mortgage loans, as discussed in the description of
servicing operations below under the caption “Loan Servicing Operations.” As a servicer, we are entitled to
receive a servicing fee equal to a specified percentage of the outstanding principal balance of the loans. This
servicing fee is calculated and payable on a monthly basis. We may also be entitled to receive additional
servicing compensation, such as late payment fees or prepavment penalties. Our servicing fees have priority in
payment over the senior classes of securities issued by the securitization trusts.
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In addition to securitization trusts, from time to time we use Net Interest Margin (“NIM”) trusts to
securitize our interest in residual securities from prior or recently completed securitization transactions. NIM
trusts issue bonds to outside investors secured by the residual securities we contribute to the trusts. The cash
proceeds from the sale of the NIM bonds to investors are paid to us by the NIM trusts as payment for the
residual securities. The NIM bonds are obligations of the NIM trusts and are collateralized only by the
residual securities. We are not obligated to make any payments on the bonds. These entities represent
qualified special purpose entities and are therefore not consolidated for financial reporting purposes in
accordance with SFAS 140. At inception, the outside investors have the majority interest in the fair value. of
the residual securities. We receive cash flows from our retained interests in the NIM trusts once the bonds
issued to the investors are fully paid off. At December 31, 2003, these NIM trusts held assets valued at
$46.9 million and our retained interests in these NIM trusts are valued at $16.0 million. Our retained interests
in the NIM trusts are included as a component of securities classified as trading securities on our consolidated
balance sheets.

Our mortgage banking revenue consists primarily of gain on the sale of loans, net interest income, and fee
income associated with the loans held for sale. We sell our loans through three distribution channels in the
secondary market: GSEs, private-label securitizations, and whole loan sales. Additionally, we transfer loans to
our Investment Portfolio, which currently consists primarily of ARM and hybrid ARM loans.

Because many of our mortgage banking activities are tied to the purchase and sale of single-family
residences, our business is subject to some seasonal volatility. Typically, loan originations tend to be higher in
summer months and lower in winter months.

INVESTING ACTIVITIES
Investments

In an effort to generate continuing earnings that are more stable and complement our mortgage banking
activities, we invest in residential mortgage loans, mortgage securities, and MSRs either retained in
connection with our mortgage banking activities or purchased in the secondary mortgage market. The strategy
of our Investment Portfolio Group-is to: 1) leverage and scale infrastructure with prudent mortgage related
asset growth to stabilize and diversify company-wide earnings, targeting a return on equity ranging from 15%
to 20% and 2) hedge the interest rate and prepayment risks attendant with servicing-related assets.

Mortgage loans held for investment are generally originated or acquired through our mortgage banking
activities and transferred to the Investment Portfolio Group. Held for investment loans may also be acquired
from third party sellers. Such loans are typically prime loans as the majority of the subprime loans originated
are securitized in private transactions or sold to GSEs. The Investment Portfolio Group invests in loans for
which it can earn an acceptable return on equity. We are currently investing primarily in ARMs in order to
minimize interest rate risk, and to a lesser extent, loan products which we believe the market does not properly
price. We may also retain a portion of the loans acquired through our exercise of clean-up calls as these loans
are generally high quality, seasoned loans that generate an above-market yield.

A substantial portion of the servicing related assets retained by the Investment Portfolio Group are
generated in connection with issuances of private-label securities and agency loan sales by our mortgage
banking operations. Retained assets typically include MSRs and, to a lesser degree, AAA-rated and agency
interest-only securities, AAA-rated senior securities, non-investment grade securities and residuals. In
addition to retaining assets from our private-label securitizations and agency loan sales, the Investment
Portfolio Group also purchases mortgage-backed securities issued by other lenders in the secondary mortgage
market. Our investment grade securities include AAA-rated and agency interest-only securities, agency
mortgage-backed securities and debentures, and other mortgage-backed securities. In addition to hedging the
AAA-rated and agency interest-only securities portfolio, the Investment Portfolio Group also manages and
hedges our investment in MSRs. Substantially all MSRs were created in connection with our mortgage
banking activities and include both primary and master servicing, as further discussed below. However, we
may purchase MSRs from other servicers if we believe the investment will generate appropriate returns.
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The primary sources of revenue for the Investment Portfolio Group are net interest income on loans and
securities, and service fee income from MSRs. We also were able to recognize significant revenue from gain
on sale of loans acquired through our clean up call and retention program during 2003. Valuation changes
related to MSRs (subject to lower of amortized cost or fair value limitations), AAA-rated and agency
interest-only securities and théir related hedges are also recognized through earnings: Periodically, trading
gains or losses may also be recognized through earnings, although trading is not a core Investment Portfolio
Group activity. '

- Loan Servicing Operations

~ At December 31, 2003, through our Home Loan Servicing operation in Kalamazoo, Michigan, we
serviced $36.9 ‘billion of mOrtgage loans, of which $6.1 billon were owned by us. The servicing portfolio
includes servicing for prime and subprime loans, HELOCs, manufactured housing loans and home improve-
ment loans.

Servicing of mortgage loans includes: collecting loan payments; responding to customers’ inquiries;
accounting for principal and interest; holding custodial (impound) funds for payment of property taxes and
insurance; making physical inspections of the mortgaged property, as necessary; counseling delinquent
mortgagors; modifying and refinancing loans; supervising foreclosures and liquidation of foreclosed property;
performing required tax reporting; and performing other lcan administration functions necessary to protect
investors’ interests and comply with applicable laws and regulations. Servicing operations also include
remitting loan payments, less servicing fees, to trustees and, in some cases, advancing delinquent borrower
payments to investors, subject to a right of reimbursement.

SEGMENTS

IndyMac is structured to achieve synergies among its operations and to enhance customer service,
operating through its three main segments, IndyMac Mortgage Bank, IndyMac Consumer Bank and the
Investment Portfolio Group. The common denominator of the Company’s business is providing consumers
with single-family residential mortgages through relationships with each segment’s core customers via the
channels in which each operates. IndyMac Mortgage Bank provides consumers with mortgage products
through relationships with the Company’s business customers — mortgage brokers, mortgage bankers,
community finangial institutions, real estate professionals and homebuilders. IndyMac Consumer Bank
“provides the platform for the mortgage and deposit services that IndyMac offers directly to consumers. The
Investment Portfolio Group serves as the main link to customers whose mortgages we service. Through its
investments in single-family residential (“SFR”) mortgages, mortgage-backed securities and MSRs, the
Investment Portfolio Group generates core spread and fee income and provides critical support to IndyMac’s
mortgage lending operations.

Our business relationship customers include customers in the following channels: business-to-business
(“B2B”}, business-to-realtor (“B2R”), consumer construction (Home Construction Lending, or “HCL”)
and our homebuilder division (“HBD”). Our direct to consumer channels include business-to-consumer
(“B2C”), HELOC division and retail banking.

INDYMAC MORTGAGE BANK
Mortgage Professionals (B2B)

Our B2B channel was responsible for 62% of our total mortgage production during 2003. B2B acquires
mortgage loans through three primary channels: wholesale, correspondent, and conduit, working through
mortgage brokers, mortgage bankers and financial institutions. When acquiring mortgage loans, we generally-
purchase the rights to “service” the mortgage loans (as described below). When we sell the loans, we may
either retain the related servicing rights and service the loans through our Home Loan Servicing division or
sell those rights. See “Loan Servicing Operations” above. B2B’s production volume includes both purchases

9




and originations. Originations are defined as loans that are generated by the mortgage broker, but closed in our
name (also referred to as “table funded” loans).

B2B has a centralized group that targets customers based on their loan production volume, product mix
and projected revenue to us. Qur B2B sales force is responsible for maintaining and increasing loan production
from these customers by marketing B2B’s strengths, which include a “one stop shop™ for all products,
competitive pricing and response time efficiencies in the loan purchase process through our e-MITS
underwriting process and high customer service standards.

During 2003, to continue our emphasis on increasing production capacity and geographic penetration to
build market share, the B2B division opened new regional centers in Dallas, Texas and Seattle, Washington.
With these two new centers, the B2B division currently has seven regional centers. Looking ahead, we plan to
open additional centers as a way of increasing geographic penctration to gain market share in target markets,
improving customer service, and improving operational efficiencies.

Realtors (B2R)

Through our LoanWorks® brand, we serve real estate professionals who are interested in cross-selling
mortgage loans as an additional service to their home purchase clients. LoanWorks.com allows real estate
agents to utilize our Web-based e-MITS technology as their i in- -house mortgage processing center and their
online origination management system.

B2R’s marketing focus on real estate agents includes participation in local real estate forums, trade
shows, seminars and continuing education courses aimed at individual real estate agents, and advertising in
national and regional trade publications. Although B2R is currently small in comparison to the B2B and B2C
divisions, we believe the B2R channel provides a growth opportunity as it leverages our existing technology
and infrastructure and recognizes the important role that Realtors play in the home purchase mortgage
process.

Home Construction Lending (HCL)

Our Home Construction Lending division offers a variety of residential construction programs and lot
financing through our relationship channels and directly to consumers. Through our streamlined e-MITS
online application process, HCL offers a single-close construction-to-permanent loan that provides borrowers
with the funds to build a primary residence or vacation home. HCL customers have convenient online access
to construction funds and loan information at any time. When the home is completed, the loan automatically
converts to a permanent 30- or 15-year loan, which we typically sell, without any additional costs or closing
documents required. The product represents a hybrid activity between our portfolio lending and our mortgage
banking activities.

Homebuilder (HBD)

The primary focus of our homebuilder division is to generate single-family residential mortgage loans
through our business of lending to subdivision lenders. Our strategy includes developing relationships with
homebuilders through direct customer contact and program presentations, as well as drawing upon existing
construction lending builder relationships and industry contacts. Similar to our B2R strategy, the generation of
mortgage loans through homebuilders provides a strong growth opportunity in the home purchase loan market.

We also provide -construction financing for residential subdivision developers through this division, with a
focus on those homebuilders that have committed to utilizing our e-MITS technology to provide permanent
mortgage loans to their customers when they sell the completed residence. A substantial portion of our builder
construction loans is secured by corporate or personal guarantees of the bullders as well as the real estate.
Builder construction loans are typically based on prime interest rates.
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INDYMAC CONSUMER BANK
Consumer Dlrect (B2C)

The B2C channel originates mortgage loans on a centralized basis using multlp ¢ marketing channels,
including direct originations through our Web site, which is supported by our e-MITS technology, indirect
Internet leads provided by various multi-lender .or Internet-based marketing firms, customer referral and
portfolio refinance leads, direct mail and Ielemarketmg, aﬁimty relationships, and community lending through
our 10 retail bank branches.

Our B2C website offers a wide range of home loan products directly to consumers nationwide. This site
enables consumers to apply for a mortgage loan, obtain loan approvals, lock in an interest rate and receive a
printable approval letter, all online, and all within minutes. The website also features online loan status
information, daily rate comparisons to major competitors, and a quick mortgage rate pricing tool. Through
B2C’s telemarketing operations and our Southern California retail banking branch network, loan consultants
counsel consumers with respect to the loan application process, process loan applications utilizing our e-MITS
technology and make lending decisions.

-Southern California Retail Banking

Through our website at www.indym'acbank.com, consumers can access their accounts 24-hours a day,
seven days a week. Online banking allows customers to access their accounts, view balances, transfer funds
between accounts, view transactions, download account information and pay their bills conveniently from any
computer terminal. Consumers can also conduct transactions through our telebanking operation or in one of
our Southern California branches. Our deposit products include regular savings accounts, demand deposit
accounts, money market accounts, certificate of deposit accounts and individual retirement accounts.

HELOC

IndyMac’s HELOC division specializes in providing sezond mortgages and HELOCs nationwide through
direct marketing to homeowners. With a streamlined application process and competitive pricing, this division
provides homeowners the ability to easily tap the excess equity in their homes for a variety of uses. With the
HELOC product, homeowners have convenient access using equity checks or a Visa® credit card. IndyMac'’s
home equity products are available across all IndyMac’s mortgage channels to new and existing mortgage or
banking customers.

INVESTMENT PORTFOLIO GROUP

Our Investment Portfolio Group complements the Company’s mortgage banking activities and serves to
diversify the Company’s revenue stream through its investments. The Investment Portfolio Group’s assets are
broken down into four main groups:

(1) Whole loans, including all single-family residential loans held for investment other than discontinued
products.

(2) Mortgage servicing-related assets, which include the following:
-+ MSRs, interest-only strips and residual securities,

» securities held as hedges of such assets, including principal-only securities, agency debeéntures,
U.S. treasury bonds, and investment and non-investment grade securities, and

+ loans held for sale that have been acquired through clean-up calls or through the Investment
Portfolio Group’s customer retention programs.

(3) Mortgage-backed securitiés, which include AAA-rated agéncy and private label MBS.

(4) Discontinued products, which include home improvement and manufactured housing loans.
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In addition to generating revenue for the Company, the Investment Portfolio Group performs the
mortgage servicing function. At December 31, 2003, total assets of our Investment Portfolio Group were
$8.1 billion, of which 20% were mortgage servicing-related assets, 60% were whole loans, 19% were mortgage-
backed securities, and 1% were discontinued products. Our policy is that all of our Investment Portfolio Group
assets, including assets acquired from IndyMac Mortgage Bank or IndyMac Consumer Bank, must meet or
exceed minimum targeted return requirements. In addition to the Investment Portfolio Group’s investments,
certain investing activities also take place in the IndyMac Mortgage Bank and IndyMac Consumer Bank
segments. These activities generate assets which include the investment in construction loans and HELOCs.

For further informaticn on the revenues earned and expenses incurred by each of our segments, refer to
“Note 2 — Segment Reporting” included in the Company’s consolidated financial statements incorporated
herein.

REGULATION AND SUPERVISION

GENERAL

As a savings and loan holding company, IndyMac Bancorp is subject to regulation by the Office of Thrift
Supervision (“OTS”) under the savings and loan holding company provisions of the federal Home Owners’
Loan Act (“HOLA”). As a federally chartered and insured savings association, we are subject to regulation,
supervision and periodic examination by the OTS, which is the primary federal regulator of savings
associations, and the FDIC, in its role as federal deposit insurer. The primary purpose of regulatory
examination and supervision is to protect depositors, financial institutions and the financial system as a whole
rather than the shareholders of financial institutions or their holding companies. The following summary is not
intended to be a complete description of the applicable laws and regulations or their effects on us, and it is
qualified in its entirety by reference to the particular statutory and regulatory provisions described.

REGULATION OF INDYMAC BANK

General

We are required to file periodic reports with the OTS concerning our activities and financial condition.
The OTS has substantial enforcement authority with respect to savings associations, including authority to
bring enforcement actions against a savings association and any of its “institution-affiliated parties,” which
term includes directors, officers, employees, controlling shareholders, agents and other persons who participate
in the conduct of the affairs of the institution. The FDIC has “backup” enforcement authority over us and has
the power to terminate a savings association’s FDIC deposit insurance. In addition, we are subject to
regulations of the Federal Reserve Board relating to equal credit opportunity, electronic fund transfers,
collection of checks, truth in lending, truth in savings, and availability of funds for deposit customers.

Qualified Thrift Lender Test

Like all savings associations, we are required to meet a qualified thrift lender (“QTL"”) test to avoid
certain restrictions on our operations, including the activities restrictions applicable to multiple savings and
loan holding companies, restrictions on our ability to branch interstate and IndyMac Bancorp’s mandatory
registration as a bank holding company under the Bank Holding Company Act of 1956. A savings association
satisfies the QTL test if: (i) on a monthly average basis in at least nine months out of each twelve month
period, at least 65% of a specified asset base of the savings association consists of loans to small businesses,
credit card loans, educational loans, or certain assets related to domestic residential real estate, including
residential mortgage loans and mortgage securities; or (ii) at least 60% of the savings association’s total assets
consist of cash, U.S. government or government agency debt or equity securities, fixed assets, or loans secured
by deposits, real property used for residential, educational, church, welfare, or health purposes, or real property
in certain urban renewal areas. We are currently, and expect to remain, in compliance with QTL standards.
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Regulatory Capital Requirements

OTS capital regulations require savings associations to satisfy three capital ratio requirements: tangible
capital, Tier 1 core (leverage) capital, and risk-based capital. In general, an association’s tangible capital,
which must be at least 1.5% of adjusted total assets, is {the sum of common shareholders’ equity adjusted for
the effects of other comprehensive income (“OCI”) less goodwill and other disallowed assets. An
association’s ratio of Tier 1 core capital to adjusted total assets (the “‘core capital” or “leverage” ratio) must
be at least 3% for the most highly rated associations and 4% for others. Higher capital ratios may be required if
warranted by the particular circumstances, risk profile or growth rate of a given association. Under the risk-
based capital requirement, a savings association must have total capital (core capital plus supplementary
capital) equal to at least 8% of risk-weighted assets. Tier 1 capital must represent at least 50% of total capital
and consists of core capital elements, which include common shareholders’ equity, qualifying noncumulative,
nonredeemable perpetual preferred stock, and minority interests in the .equity accounts of consolidated
subsidiaries, but exclude goodwill and certain other intangible assets. Supplernentary capital mainly consists of
qualifying subordinated debt and portions of allowance for loan losses.

The above capital requirements are viewed as minimum standards by the OTS. The OTS regulations also
specify minimum requirements for a savings association to be considered a “well-capitalized institution” as
defined in the “prompt corrective action” regulation described below. A “well-capitalized” savings association
must have a total risk-based capital ratio of 10% or greater, and a leverage ratio of 5% or greater. Additionally,
to qualify as a “well-capitalized institution,” a savings association’s Tier 1 risk-based capital, defined as core
capital plus supplementary capital less portions of the association’s allowance for loan losses, must be equal to
at least 6% of risk-weighted assets. We currently meet, and expect to continue to meet, all of the requirements
of a “well-capitalized institution.”

The OTS regulations contain prompt corrective action provisions that require certain mandatory remedial
actions and authorize certain other discretionary actions to be taken by the OTS against a savings association
that falls within specified categories of capltal deficiency. The relevant regulanons establish five categories of
capital classification for this purpose, ranging from “well- <,ap1tahzed” or “adequately capitalized” through

“undercapitalized,” “significantly undercapitalized” and “critically undercapitalized.” In general, the prompt
corrective action regulations prohibit an OTS-regulated institution from declaring any dividends, making any
other capital distributions, or paying a management fee to a controlling person, such as its parent holding
company, if, following the distribution or payment the mstxtutlon wou]d be within any of the three
undercapitalized categones

Insurance of Deposit Accounts

Deposits of the Bank are presently insured by the Savings Association Insurance Fund (“SAIF”), which
is administered by the FDIC, up to $100,000 per depositor. The FDIC has established a risk-based system for
setting deposit insurance assessments. Under the risk-based assessment system, a savings association’s
insurance assessments vary according to the level of capital the institution holds and the degree to which it is
the subject of supervisory concern. Insurance of deposits may be terminated by the FDIC upon a finding that
the savings association has engaged in unsafe or unsound practices, is in an unsafe or unsound condition to
continue operations or has violated any applicable law, regulation, rule, order or condition imposed by the
FDIC or the OTS.

Capital Distribution Regulations

OTS regulations limit “capital distributions” by savings associations, which include, among other things,
dividends and payments for stock repurchases. A savings association that is a subsidiary of a savings and loan
holding company must notify the OTS of a capital distribution at least 30 days prior to the proposed
declaration of dividend or the approval by the association’s board of directors of the proposed capital
distribution. The 30-day period provides the OTS an opportunity to obJect to the proposed distribution if it
believes. that the distribution would-not be advisable. ~
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An application to the OTS for specific approval to pay a dividend, rather than the notice procedure
described above, is required if: (a) the total of all capital distributions made during a calendar year (including
the proposed distribution) exceeds the sum of the institution’s year-to-date net income and its retained income
for the preceding two years, (b) the institution is not eligible under OTS regulations for “expedited treatment”
(which is generally available to institutions the OTS regards as well run and adequately capitalized), (c) the
institution would not be at least “adequately capitalized” following the proposed capital distribution, or
(d) the distribution would violate an applicable statute, regulation, agreement, or condition imposed on the
institution by the OTS.

Community Reinvestment Act and the Fair Lending Laws

Savings associations are examined under the Community Reinvestment Act (“CRA”) and related
regulations of the OTS on the extent of their efforts to help meet the credit needs of their communities,
including low- and moderate-income neighborhoods. In addition, the Equal Credit Opportunity Act and the
Fair Housing Act, together known as the “Fair Lending Laws,” prohibit lenders from discriminating in their
lending practices on the basis of characteristics specified in those statutes. Enforcement of these regulations
has been an important focus of federal regulatory authorities and of community groups in recent years. A
failure by us to comply with the provisions of the CRA could, at a minimum, result in adverse action on
branch and certain other corporate applications, and regulatory restrictions on our activities, and failure to
comply with the Fair Lending Laws could result in enforcement actions by the OTS, as well as other federal
regulatory agencies and the Department of Justice. We received an overall “Satisfactory” rating during our
most recent CRA evaluation. '

Privacy Protection

The OTS has adopted privacy protection regulations which require each savings association to adopt
procedures to protect consumers’ and customers’ “nonpublic personal information.” It is our policy not to
share customers’ information with any unaffiliated third parties, except as expressly permitted by law, or to
allow third party companies to provide marketing services on our behalf, or under joint marketing agreements
between us and other unaffiliated financial institutions. In addition to federal laws and regulations, we are
required to comply with any privacy requirements prescribed by California and other states in which we do
business that afford consumers with protections greater than those provided under federal law.

KEY OPERATING RISKS

Like all businesses, we assume a certain amount of risk in order to earn returns on our capital. For further
information on these and other key operating risks, see “Item 7. Management’s Discussion and Analysis of
Financial Condition and Results of Operations.”

INCOME TAX CONSIDERATIONS

We report our income on a calendar year basis using the accrual method of accounting. We are subject to
federal income taxation under existing provisions of the Internal Revenue Code of 1986, as amended, in
generally the same manner as other corporations. We are also subject to state taxes in the areas in which we
conduct business.

EMPLOYEES

As of December 31, 2003, we had 3,883 full-time -equivalent employees, including 371 temporary
employees. We believe that we have generally good relations with our employees.
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COMPETITION

We face significant competition in acquiring and selling loans. In our mortgage banking operations, we
compete with other mortgage bankers, GSEs, established third party lending programs, investment banking
firms, banks, savings and loan associations, and other lenders and entities purchasing mortgage assets. With
regard to mortgage-backed securities issued through our mortgage banking operations, we face competition
from other investment opportunities available to prospective investors. We estimate our market share of the
U.S. mortgage market to be approximately 1%. A number of our competitors have significantly larger market

“share and financial resources. We seek to compete with financial institutions and mortgage companies through
an emphasis on quality of service, diversified products and maximum use of technology.

" The GSEs have made and we believe will continue to make significant technological and economic
advances to broaden their customer bases. When the GSEs contract or expand, there are both positive and
negative impacts on our mortgage banking lending operations. As GSEs expand, additional liquidity is brought
to the market, and loan products can be resold more quickly. Conversely, expanding GSEs increase
competition for loans, which may reduce profit margins on loan sales. We seek to address these competitive
pressures by making a strong effort to- maximize our use of technology, by diversifying into other residential
mortgage products that are less affected by GSEs ‘and by operatmg in a more cost-effective manner than our
competitors.

WEBSITE ACCESS TO UNITED STATES SECURITIES AND EXCHANGE COMMISSION
FILINGS.

All reports filed electronically by us with the Securities and Exchange Commission (“SEC™), including
Annual Reports on Form 10-K, quarterly reports on Form 10-Q, and current event reports on Form 8-K, as
well as any amendments to those reports, are made accessible as soon as reasonably practicable after filing
with the SEC at no-cost on our websne at www. mdymacbank com. These filings are also accessible on the
SEC’s website at www.sec.gov.

We have a Codc of Business Conduct and Ethics that is applicable to all of our employees, officers and
directors, including the principal executive officer, the principal financial officer and the principal accounting
officer. We also adopted formal corporate governance standards in January 2002, which the Nominating and
Governance Committee of the Board of Directors reviews annually to ensure they incorporate recent corporate
governance developments and generally meet the corporate governance needs of IndyMac. You may obtain
copies of each of the Code of Business Conduct and Ethics and the Board of Directors’ Guidelines for
Corporate Governance Issues by accessing the “Corporate Governance” subsection of the “Investors” section
of www.IndyMacBank.com, or by writing to our Corporate Secretary at IndyMac Bancorp, Inc., 155 North
Lake Avenue, Pasadena, California 91101.
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ITEM 2. PROPERTIES

Our significant leased properties are as follows:

Approximate

Principal Lease

Purpose " Location Square Feet Expiration
Corporate Headquarters/ .

Administration . ................. 155 North Lake; Pasadena, California 192,000 2010
B2C Headquarters and Operations/

HBD Sales Office/Home Loan

Servicing .. ....... .. Irvine Center Drive; Irvine, California 85,000 2004
Home Loan Servicing . ............. Kalamazoo, Michigan 33,000 2008
Regional Mortgage Banking Center .. Sacramento, California . 27,000 - 2006
Regional Mortgage Banking Center .. Marlton, New Jersey 35,000 2004-2006
Regional Mortgage Banking Center .. Atlanta (Norcross), Georgia 33,000 - 2006
Regional Mortgage Banking Center/

B2C Sales Office ................ Kansas City, Missouri 53,000 2009
Regional Mortgage Banking Center .. Dallas (Irving), Texas 41,000 2008
Regional Mortgage Banking Center .. Seattle (Bellevue), Washington 31,000 2008
Regional Mortgage Banking Center* 1 Banting; Irvine, California 123,000 2011
Consumer Banking Operations. .. .. .. Seven locations in Southern California 38,000 2004-2010
Other Sales Offices ................ 13 locations in various states 2004-2005

19,000

* Commencing in 2004

In addition to the above leased office space, we own the building that houses our mortgage banking
headquarters, located in Pasadena, California, totaling 266,000 square feet. We also own a building in La
Mirada, California with 16,500 square feet, which houses our information technology data center. We own an
additional five banking offices, containing an aggregate of approximately 60,000 square feet, located in
Southern California.

ITEM 3. LEGAL PROCEEDINGS

On February 3, 2004, Washington Mutual Mortgage Securities Corporation filed a lawsuit against
IndyMac in the Superior Court of the State of California. The lawsuit involves a contractual dispute about
standard representations and warranties on single-family mortgage loans that were sold to PNC Mortgage
Corporation during the period 1997 to 2000, prior to Washington Mutual’s acquisition of PNC Mortgage
Corporation in 2001. Washington Mutual alleges damages of approximately $50 million, the bulk of which
includes the principal balance of the loans in question, with the remainder of the amount consisting of interest
and alleged losses. The loans in question represent less than 1% of the nearly $6 billion in loans that were sold
to PNC between 1997 and 2000. IndyMac maintains a reserve for potential losses related to its standard
representations and warranties on loans sold and discusses such reserve in its financial statements filed with the
SEC. Management believes that the resolution of this dispute will not have a material impact on the financial
condition of IndyMac.

We are involved in other litigation arising from normal operations. In the opinion of management, none of
these matters are likely to have a materially adverse effect on our results of operations or financial condition.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

No matters were submitted to a vote of shareholders during the quarter ended December 31, 2003.
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PART II

ITEM 5. MARKET FOR INDYMAC BANCORP, INC.’'S COMMON EQUITY AND RELATED
STOCK HOLDER MATTERS - '

STOCK INFORMATION

IndyMac Bancbrp Inc.’s common stock is traded on the New York Stock Exchange (“NYSE”) under
the symbol “NDE.”

The following table sets forth the high and low sales prices (as reported by Bloomberg Financial Service) V
for shares of IndyMac Bancorp Inc.’s common stock for the years ended December 31, 2003 and 2002.

2003 2002
p ' . High($) Low($) High ($) Low(3)
First Quarter .. ... 20.51 . 17.65 25.95 21.97
Second QuUarter ... e .. 2696 19.00 26.89 22.16
Third Quarter. ............ .. ... o P 27.33 21.17 23.85 17.55
Fourth Quarter. . ... [ S Lo 3197 23.20 20.20 16.14

During the year ended December 31, 2002, we repurchased 6.2 million shares under our board-approved
stock repurchase plan. No such repurchases were made during 2003. The Company repurchased 24,178 shares
during 2003 from certain employees and officers under the Company’s internal benefit programs offered to

“employees and officers.

As of February 23, 2004, 57,396,048 shares of IndyMac Bancorp Inc.’s common stock were held by
approximately 1,853 shareholders of record.

DIVIDEND POLICY

In January of 2003, our Board of Directors reestablishf;d the declaration and payment of quarterly cash
dividends. Dividends will be paid at the discretion of the Board of Directors, based on IndyMac’s operating
performance and financial position, including earnings, capital and liquidity. It is management’s intent to

continue paying cash dividends in the near future. Cash dividends declared were as follows during 2003:

Dividend Dividend
per share payout ratio

First Quarter 2003 ... o e $0.10 15%
Second Quarter 2003 ... .. $0.10 14%
Third Quarter 2003 . ... . $0.15 17%
Fourth Quarter 2003 ... ... ... .. .. $0.20 27%

There were no dividends declared during 2002.

In 2003, we funded the payment of dividends from the cash on hand at the holding company. The future
principal source of funds for the dividend payments is anticipated to be the dividends we will receive from the
Bank. The payment of dividends by the Bank is subject to regulatory requirements and review. See the caption
“Capital Distribution Regulations™ above for further information.

EQUITY COMPENSATION PLANS INFORMATION

The equity compensation plans information required by this [tem S is hereby incorporated by reference to
IndyMac Bancorp’s definitive proxy statement, to be filed pursuant to Regulation 14A within 120 days after
the end of our 2003 fiscal year.
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ITEM 6. SELECTED FINANCIAL DATA(1)

Year Ended December 31,
2003 2002 . 2001 2000 1999
(Dollars in thousands, except per share data)

Operating Results for the Year

Interest income................ $ 575,841 $ 477,104 $ 544940 § 442,750 $§ 356,555
Interest expense . .............. 264,904 267,816 342,318 283,355 185,623

Net interest income before )

provision for loan losses. . . .. 310,937 209,288 202,622 159,395 170,932

Provision for loan losses ........ 19,700 16,154 22,022 15,974 16,446
Net gain (loss) on sale of loans

and securities ............... 356,458 305,239 236,541 124,054 (10,010)
Other income (loss), net........ 60,444 76,933 80,999 69,623 3,944
Equity in earnings (loss) of

IndyMac, Inc................ — — — — 2,109

Netrevenues. ............... 708,139 575,306 498,140 337,098 150,529

Total other expenses ......... 425,457 345,146 281,593 196,018 34,600
Earnings before provision for

income taxes . ............... 282,682 230,160 216,547 141,080 115,929
Provision for income taxes(2) ... 111,379 86,767 89,974 23,154 —

Earnings before cumulative effect
of a change in accounting

principle ................... 171,303 143,393 126,573 117,926 115,929
Cumulative effect of a change in ‘ ’

accounting principle ... ....... — — (10,185) — —
Netearnings .................. $ 171,303 $§ 143393 $ 116,388 § 117,926 § 115929
Pro forma provision for income ‘ '

taxes(3) ...l : : 48,373
Pro forma net earnings(3) ...... , ' $ 67,556
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Year Ended December 31,
2003 - 2002 2001 2000 1999
v (Dollars in thousands, except per share data)

Per Share Data

Basic earnings per share before

cumulative effect of a change = - .

in accounting principle(3) .... $ 310§ . 247 % 207§ 1.73 —
Diluted earnings per share before

cumulative effect of a change

in accounting principle(3) ... $ 300§ 241 % 200 $ 1.69 —
Pro forma basic earnings per

share(3) ... iviiii $ e T —  § — % - 087
Pro forma diluted earnings per B :

share(3) ......... ... ... $ _ % - — 5 — 3 — §. .086
Dividends declared per share .... $ - 055 $§ « — § — 3 — 3 1.36
Dividends payout ratio(4)....... 1827% — — — - 91.84%
Book value per share at ’

December 31 ............... $ 1793 § 1550 ¢ 1400 $ 11.71- $ . 11.02
Closing price per share ......... $ 2979 § 1849 § 2338 $ 2950 § 1275
Average Common Shares ‘ -

(in thousands) , .

Basic ............ ... .. 55,247 - 58,028 60,927 - 68,343 - 77,596

Diluted .................... 56,926 59,592 63,191 69,787 78,290
Shares Outstanding at v E ‘

December 31 (in thousands) .. 56,760 54,829 60,366 62,176 75,077

Performance Ratios - : :
Return on average equity ....... 18.3% 16.6% 153% . 14.5% 7.9%
Return on average assets........ - 1.5% T 1.8% 1.6% 2.4% 1.5%
Net interest income to pretax : ‘
income (before cumulative

effect of a change in accounting - ‘

principle) ...... .. ... ...l 110.0% 90.9% 94.2% 113.0% 147.5%
Average cost of funds .......... 2.74% . 4.14% 5.53% - 71.11% 5.89%
Net interest margin ............ 291% 2.89% 3.09% .- 3.50% 3.86%
Efficiency ratio(5) ............. - 58% 58% 53% 57% 23%
Capital to net revenue ratio(6) .. 1.29% 1.46% 1.46% 2.41% 5.66%
Capital adjusted efficiency : .

ratiof7) .. ... 75% 85% 78% 137% 130%
Operating expenses to loan

production .................. - 141% 1.65% 1.59% 1.92% 0.50%
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Year Ended December 31,
2003 2002 2001 2000 1999
(Dollars in thousands, except per share data)

Balance Sheet Data at
December 31

Securities ............c.coi... $ 1,837,606  $2,339,093  $1,564,359  $1,154,303 $ 471,231
Loans held for sale, net......... 2,573,248 2,227,683 2,080,763 1,420,772 615,243
Loans held for investment, net. .. 7,396,540 3,910,887 2,938,657 2,560,885 2,428,098
Mortgage servicing rights ....... 443,688 300,539 321,316 211,127 —
Totalassets ................... 13,240,391 9,574,454 7,497,311 5,740,204 3,726,522
Deposits. ...t 4,350,773 3,140,502 3,238,804 797,935 —
Advances from Federal Home

LoanBank ................. 4,934,911 2,721,783 1,999,378 1,264,457 —
Borrowings ................ L. 2,438,451 2,491,715 1,053,670 2,850,189 2,863,973
Trust preferred securities. . ...... 183,643 116,819 116,287 — —
Shareholders’ equity............ 1,017,431 849,965 845,138 727,893 827,530

Balance Sheet and Asset Quality ’ :

Ratios
Debt to equity ratio(8) ......... 12.0:1 10.3:1 7.9:1 - 6.9:1 3.5:1
Core capital ratio(9) ........... 7.56% 8.70% 9.16% 8.27% N/A
Risk-based capital ratio(9) ... ... 12.95% 15.02% 15.39% 12.66% N/A
Average equity to average assets: 8.0% 10.9% 10.7% 16.6% 21.8%
Equity to total assets at year end 7.7% 8.9% 11.3% 12.7% - 22.2%
Non-performing assets to total '

ASSELS . i 0.76% 1.05% 1.55% 1.98% 3.39%
Allowance for loan losses to total

loans held for investment ... .. 0.71% 1.28% 1.93% 2.25% 2.17%

Allowance for loan losses and
other credit reserves to non-

performing loans........ e 140% 96% 79% 70% 56%
Allowance for loan losses to net

charge-offs .............. ... 295% 220% 248% 541% 363%
Provision for loan losses to net '

charge-offs ................. 110.6% 69.9% 94.6% 146.7%  117.7%

Provision for loan losses to net
charge-offs (core loan
portfolio) (10) ............... 150.7% 95.6% 79.1% 423.5% 0.6%

Other Selected Items
Shares repurchased during the

periods (in thousands) ....... 24 6,184 3,364 13,939 4,542
Average repurchase price per

share ...................... $ 1931 $ 2127 § 2342 % 1665 $§ 1394
Loans serviced (in millions){11) 36,858 29,139 23,127 15,393 10,093
Loan production(12) ........... 30,036 20,882 17,549 10,097 6,980
Loanssold.................... 23,176 16,825 13,901 7,524 6,445
Net margin on sale of loans .. ... 1.67% 1.79% 1.65% 1.64% 1.54%

(1) Prior to January of 2000, one of IndyMac’s subsidiaries, IndyMac, Inc. was not consolidated with
IndyMac Bancorp for financial reporting or tax purposes, but was accounted for under the equity
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(2)

3)

method. Effective January of 2000, IndyMac Bancorp purchased all of IndyMac, Inc.’s outstanding
common stock. Beginning January of 2000, IndyMac, Inc. was consolidated into the financial
statements of IndyMac Bancorp as a wholly owned subsidiary.

The provision for income taxes in 2000 was reduced by a one-time tax benefit totaling $36.1 million due
to the termination of our REIT status.

In accordance with SEC Staff Accounting Bulletin 55 (“SAB 55”), historical net income for 1999 has
been adjusted for the pro forma provision for income taxes calculated assuming we were fully taxable.
Pro forma earnings per share are similarly presented for the year ended December 31, 1999, reflecting
the pro forma effect of the change in our tax status te a fully taxable entity effective in January of 2000.

. In accordance with SAB 55, historical net.income per share is not presented; as it is not meaningful

(4)
(5)
(6)
(7
(3)
9)

based upon our conversion from a REIT to a fully taxable entity effective January of 2000.
Dividends declared per common share as a percentage of diluted earnings per share.
Defined as operating expenses divided by net intérést income and ofhcr income. ‘
Average equity divided by net interest income and other income.

Efficiency ratio multiplied By the capital to net revenue ;atié.

Debt includes deposits. :

IndyMac Bank, F.S.B. (excludes unencumbered cash at the Parent Company available for investment
in IndyMac Bank). Risk-based capital ratio is based on the regulatory standard risk weighting. With
IndyMac’s additional subprime risk weightings, the ratios are 12.29%, 14.03%, 14.59%, and 12.26% for
the years ended December 31, 2003, 2002, 2001 and 2000, respectively.

(10) Represents the total loan portfo_lid exéluding am'ounts-.of loans from discontinued product‘ lines.

(11)

(12)

Represents entire servicing portfolio including IndyMac owned loans and loans subserviced for others on
an interim basis. . o

Includes newly originated commitments on construction loans.
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ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

OVERVIEW

IndyMac is a leading hybrid thrift/ mortgage banking company. We offer a wide range of home mortgage
products to a broad customer base using a technology-based approach. IndyMac is structured to achieve
synergies among its operations and to enhance customer service, operating through its three main segments,
IndyMac Mortgage Bank, IndyMac Consumer Bank and the Investment Portfolio Group. The common
denominator' of our business is providing consumers with single-family residential (“SFR”) mortgages
through relatienships with each segment’s core customers via the channels in which each operates. IndyMac
Mortgage Bank is focused on providing consumers with mortgage products through relationships with the
Company’s business customers — mortgage brokers, mortgage bankers, financial institutions, real estate
professionals and homebuilders. IndyMac Consumer Bank provides the platform for the mortgage and deposit
services that IndyMac offers directly to consumers. The Investment Portfolio Group serves as the main link to
customers whose mortgages we service. Through its investments in SFR mortgages, mortgage-backed
securities and mortgage servicing rights (“MSRs”), the Investment Portfolio Group generates core spread and
fee income and provides critical support to IndyMac’s mortgage lending operations.

While our segments are structured to achieve synergies with our varying customer base and marketing
strategies, our operating activities primarily consist of two broad categories: mortgage banking activities and
investing activities. Both of these activities are performed to varying degrees by each of our main segments as
shown in the tables that follow. Mortgage banking activities are characterized by high asset turnover (the
production and sale of mortgage loans) and efficient utilization of capital, but can be cyclical in nature
depending on interest rates. Revenues generated by mortgage banking activities include gain on sale of
mortgage loans, fee income and net spread (interest) income during the period loans are held pending sale.
Investing activities tend to provide a source of revenues which is generally counter-cyclical to mortgage
banking revenues, comprised primarily of net interest income and servicing fees. IndyMac is strategically
focused on increasing the relative size of its portfolios of mortgage loans and HELOC loans held for
investment and mortgage servicing in an effort to achieve greater balance between its mortgage banking
activities and its core investing activities. We believe that our investing activities will increasingly act to
stabilize IndyMac’s core income. In addition to its revenue contribution, the Investment Portfolio Group
performs the mortgage servicing function, which includes payment processing, customer service, default
management and reporting to investors in our securitizations. The mortgage servicing function creates added
opportunities to retain customers when the interest rate environment makes it attractive for them to refinance,
and cross-market customers with other Company products. Default management, which includes the
processes of collections, loss mitigation, foreclosures, bankruptcies, and foreclosed assets management,
enables IndyMac to proactively manage credit risk for the Company and its investors in its securities. See
“Item 1. Business” for further descriptions of our operating segments.

Record revenues, earnings and earnings per share as a result of continued strong mortgage loan
production, characterized IndyMac’s overall results for the year ended December 31, 2003. IndyMac earned
$171 million, or $3.01 per share, during 2003, its highest earnings and earnings per share in its history. Loan
production was at an all time high at $30 billion for the year. Additionally, we grew our average earning assets
48% compared to 2002.

The fourth quarter of 2003 marked the beginning of what is expected to be a very significant transition in
the mortgage industry, with the Mortgage Bankers Association of America (“MBAA”) estimating that
mortgage production industry-wide will decline 47% in 2004 compared to 2003. In spite of this significant
contraction in the market, we are forecasting our 2004 earnings per share to range from $2.90 to $3.25. See
“Future Outlook” below for further information on our financial projections.

The following tables summarize the Company’s financial results for the year ended December 31, 2003,
illustrating the revenues earned in its mortgage banking, investing and financing activities by each of its
divisions. The profitability of each operating segment is measured on a fully-leveraged basis after allocating
capital based on regulatory capital rules. The Company uses a fund transfer pricing (“FTP”’) methodology to
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allocate interest income and expense to the operating segments. Each operating segment is allocated funding
with maturities and interest rates matched with the expected lives and repricing frequencies of the segrent’s
assets. The Retail Bank division within the Consumer Banking Group receives a funding credit for deposits
using a similar methodology. The difference between these allocations and the Company’s actual net interest
income and capital levels resulting from centralized management of funding costs is reported in the Treasury
unit. Corporate overhead costs related to managing the Company as a whole are not allocated to the operating
segments. '
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The following table summarizes the segment financial highlights for the year ended December 31, 2003:

Mortgage Consumer Investment Total
Bank Bank Portfolio Other(2) Company
(Dollars in thousands)
Operating Results
Mortgage Banking Activities
Net interest iNCOMe ... ...t $ 118,028 $ 23,573 § 32,103 $ — $§ 173704
Gain (loss) onsale of loans. ................... ... 288,076 102,491 55,112 (58,368) 387,311
Otherincome. .. ... ... . 41,186 21,693 — 98 62,977
Net revenues (€Xpense) . .......oveveennereeenns 447,290 147,757 87,215 (58,270) 623,992
Operating expenses . ...........oviiiinroiaiis 148,867 69,162 1,257 — 219,286
Pretax income (loss) ........................ 298,423 78,595 85,958 (58,270) 404,706
Investing Activities
Net interest incCoOmMe .. ...t inenennennnnn 68,038 13,544 78,706 4,056 164,344
Provision for loan losses .. ............. .. ... ... .. (2,000) (5,382) (12,305) (13) (19,700)
Service fee (expense) income ..................... — — (22,490) 6,409 (16,081)
(Loss) gain on sale of securities ................ ... — — (33,989) 3,136 (30,853)
Other income (1088) . ..o ivieii e 5,889 2,437 3,477 (428) 11,375
Net revenues .. ..o ine i 71,927 10,599 13,399 13,160 109,085
Operating eXpenses . . ......oviiiineiinnnrnnn.an 35,817 4,712 42,239 1 82,769
Pretax income (loss) ........................ 36,110 5,887 (28,840) 13,159 26,316
Financing and Other Activities
Net interest income (loss) ................. ... ... — 14,188 — (41,299) (27,111)
Other INCOMe . .. .ot i e i et — 1,960 — 213 2,173
Net revenues (EXpense) ...........c.vuvrrnnnnan — 16,148 — (41,086) (24,938)
Operating eXpenses . .............oiueeneenoann. — 20,854 — 102,548 123,402
Pretax 10SS . . oo oo — (4,706) —  (143,634) (148,340)
Total pretax income (loss) ................. 334,533 79,776 57,118 (188,745) 282,682
Net income (loss) ...................... $ 202,390 § 48264 § 34,557 §$(113,908) § 171,303
Ratios
Percentage of assets ......... ... ... ... . L 35.98% 9.55% 50.64% 3.83% 100%
Percentage of total revenue (expense) .............. 73.32% 24.64% 14.21% (12.171)% 100%
Percentage of pretax income (loss) ................ 118.34% 28.22% 20.21% (66.77)% 100%
Balance Sheet Data
Average interest-earning assets(1) ................. $ 4,116,854 $1,061,147  $5263,690 §$ 233013  $10,674,704
Average total assets............. i $ 4213922 $1,118876  $5,930,803 § 448681 $11,712,282
Allocated capital ........ .. ... ool $ 274453 § 86,077 § 372966 $ 202,574 § 936,070
Capital allocated to mortgage banking activities ... ... $ 149,042 § 34397 § 29,698 § — $ 213,137
Capital allocated to investing activities.............. § 125411 $ 48334 § 343268 § — § 517,013
Capital allocated to financing and other activities . . . .. $ — § 3346 § —  $202574 § 205,920
Allocated capital/total average assets ... ............ 6.51% 7.69% 6.29% 45.15% 7.99%
Loans Produced ................................ $23,150,192  $6,339,691 § 546,282 § —  $30,036,165
Purchase mortgages ............. ... ... ... 42% 7% — N/A 36%
Cash out refinance mortgages ..................... 36% 42% — N/A 37%
Rate and term refinance mortgages. ................ , 22% 51% 100% N/A. 27%
Performance Ratios
Return on equity (ROE) ........ ... ... ... .. ... 74% 56% 9% N/A 18%
ROE — mortgage banking activities ............... 121% 138% 175% N/A 115%
ROE — investing activities .................. .. ... 17% 7% (5)% N/A 3%
ROE — financing and other activities .............. — (85)% — N/A (44)%
Return on assets (ROA) ........ . .. ....... . ... 4.80% 431% 0.58% N/A 1.46%
Net interest margin...................ooviii. o 4.52% 4.83% 2.11% N/A 2.91%
Efficiency ratio. . ... 35% 53% 39% N/A 58%
Capital adjusted efficiency ratio.................... 19% 25% 127% N/A 75%
848 439 546 3,593

Average FTE ... ... ... .. i 1,760

(1) The allowance for loan losses is excluded from average loan balances for purposes of calculating average

interest-earning assets.

(2) Includes treasury and corporate overhead.
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The following table provides additional detail on the segrhent results for IndyMac Mortgage Bank for the
year ended December 31 2003

Relationship Businesses — IndyMac Mortgage Bank

) BB B2R HCL HBD Total
. s . (Dollars in thousands)
Operating Results
Mortgage Banking Activities Co ‘ :
Net interest income . ............... S $ 97948 § 3909 §$ 13,393 § 2,578 § 118,028
Gainonsaleof loans................. [, 246,053 12,819 22,625 6,579 288,076
Other income R R 32,652 2,396 5,445 693 41,186
Net révenues ............c.ol.cun.. .l e 376,653 19,124 41,663 9,850 447,290
Operating eXpenses . ......c.oovierneernnneeeneeenn. 125,706 15,775 2,218 5,168 148,867
Pretax income ................ e 250,947 3,349 39,445 4,682 298,423
Investing Activities o : ’
Netinterest income . .......... ..o ieiiiinrienenn., — 38,275 29,763 68,038
“ Provision for loan losses . ........... ... oo — (1,064) (936) (2,000)
Service fee income ........... e S — — — —
Loss on sale of securities ....................... ..., — — — —_ —
Otherincome ........ .o, - — — 5,236 653 5,889
Net revenues ................. . ) — —_ 42,447 29,480 71,927
Operating eXpenses ..............ocvruieiniion s C— — 28,572 7,245 35,817
Pretax income ................ ... ... ...l ' — — 13,875 22,235 36,110
Financing and Other Activities .
Net interest inCOMe .. .........coviiiiiinn i s : — — — - —
Other,income . ... v e S — — — —
Net revenues . ........ouunntinei i C— — — — —
Operating eXPenses .. .....euiiieaniaanniaineannnn C— — — — —
Pretax income . ............ ... ... ...l — — — — . —
Total pretax income ... .. e S 250,947 3,349 | 53,320 26,917 334,533
Netincome.........0...cociiieeuiionens $ 151,821 § 2026 $§ 32258 § 16285 § 202,390
Ratios '
Percentage of ASSELS . 1 1ot e e . 19.00% 0.81% 10.52% 5.65% 35.98%
Percentage of total revenue . .................. .. ... 53.19% . 2.70% 11.88% 5.55% 73.32%
Percentage of pretax income .-..... e 88.77% 1.19% 18.86% 9.52% 118.34%
Balance Sheet Data . '
Average interest-earning assets ...................... $ 2,137,035  $ 91,290 $1,226,146 § 662,383 § 4,116,854
Average total @ssets .. ... ... i cee. $2,225359  $ 95239 $1,231,651 § 661,673 § 4213922
Allocated capital ........... ... i $ 135073 § 5415, % 66, 627 $ 67338 $ 274 453
Capital allocated to mortgage bankmg activities ........ $ 135 073 $ 5415 $ 5222 § 3332 § 149,042
Capital allocated to investing activities .. .............. $ $ — § 61405 $ 64006 $ 125411
Allocated capital/total average assets ... ... 6. 07% 5.69% 5.41% 10.18% .6.51%
Loans Produced . .. ... ... ... ... ... ... ... ..., $17 799,661  $941,256 . $3,112, 074 $1,297,201  $23,150,192
Purchase mortgages . .......... oo 31% , 33%. " 97% 76% 42%
Cash out refinance mortgages ....................... E 43% - 33% 0% 13% 36%
Rate and term refinance mortgages........: B : 26% 34% - 3% ’ 11% 22%
Performance Ratios ‘
Return on equity (ROE) ...................0 e L 112% 37% 48% 24% 74%
ROE — mortgage banking activities............. e o 112% © 0 37% 0 457% : 85% 121%
ROE — investing activities .................... e — C— 14% 21% 1%
-Return on assets (ROA) ............ ... ... ..., - 6.82% 2.13% 2.62% 2.46% 4.80%
Net interest margin .. ... : 458%  428% 4.23% 4.88% 4.52%
Efficiency ratio .. ................. R C33% 82% 36% 31% 35%
Capital adjusted efficiency ratio. ..................... 12% . 23% 28% 52% 19%
Average FTE .. ... ... .. . ' 1,268 155 225 112 1,760
IndyMac Mortgage Bank Divisions . ;- L :
B2B Business-to-Business division, its major lending channels are via rolatlonshlps with mortgage.
professionals: mortgage brokers, mortgage bankers and ﬁnanc1a1 institutions ‘
B2R Business-to-Realtor division, provides mortgage loan services through relationships w1th Realtors

HCL Home Construction Lendlng division, prov1dcs construction-to-permanent mortgages and lot loans
- to individuals who are in. the process of building their own homes threugh IndyMac s B2B
relationships and directly with consumers '

HBD  Homebuilder division, provides financing to subdivision developers and generates mortgage loans
through its relationships with these entities
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The following table provides additional details on the segment results for: IndyMac Consumer Bank for

the year ended December 31, 2003:

Consumer Direct Businesses —
IndyMac Consumer Bank

Retail
B2C HELOC Bank Total
' (Dollars in thousands)
Operating Results
Mortgage Banking Activities oo )
Net IMEresSt IMCOIME . . o o oo e vt ettt e e et et et i $ 21861 § — % 1,712 § 23,573
Gainon sale of loans. . ... .. . . 96,732 — © 5,759 102,491
OTher INCOMIE . . . o e e 20,794 — 899 21,693
NeEt FEVEIUES o ettt e e et e 139,387 — 8,370 147,757
Operating eXpenses .. ......nerieraaraiiiaaaii. [P 65,120 — 4,042 69,162
Pretax income . ....................... A 74,267 — 4,328 78,595
Investing Activities
Netdnterest INCOME . . . ..\ttt et e et et it — 13,544 — 13,544
Provision for 10an 10SSES . ... .\ ot — (5,382) — (5,382)
Service fee INCOME . ... ..t e e — — — —
Loss on sale of securities ................cooiieeiiin. e — — — —
Other INCOME ... ...t — 2,437 — 2,437
Ot TEVEIIUES . .ot ittt ettt ettt et e e e e — 10,599 —. 10,599
Operating expenses ....... U P RTINS — _ 4,712 — 4,712
O Pretax InCome ... ... A — 5,887 — 5,887
Financing and Other Activities
Net interest income.......... U — — 14,188 14,188
Otherincome ..............covvvn... e s —_ —_ 1,960 1,960
Nt TEVEIUES ..ottt e e e e e — — 16,148 16,148
Operating EXPEMSES . ...\t \ vttt et ) — — 20,854 20,854
PretaX LSS .. .. .. .. — — (4,706) (4,706)
Total pretax income (loss) .......... e 74,267 5,887 (378) 79,776
Net income (loss) .................. [P e $ 44931 $ 353562 0§ (229) $ 48264
Ratios ; ’
Percentage of assets. ... ... e 4.70% 4.25% 0.60% 9.55%
Percentage of total revenue ... ... ... L 19.68% 1.50% 3.46% 24.64%
Percentage of pretax income (108S) ..... ..ot ‘ 26.27% 2.08% (0.13)% 28.22%
Balance Sheet Data : ' )
Average INtErest-Carming aSSetS ... ...ttt $ 526,808 $489,813 $ 44,526  $1,061,147
Average total assets. .............. .. e $ 550,224 $498,046 $ 70,606 $1,118,876
Allocated capital .. ... ... ..o $ 31,99 $ 48334 § 5774 $ 86,077
Capital allocated to mortgage bankmg activities ............ . ... .. $ 31,969 $ — $ 2428 § 34,397
Capital allocated to investing activities . ... ...t 3 — $43334 § — $ 48334
Capital allocated to financing and: other actlvmcs ............................ $ §  — § 3346 $§ 3,346
Allocated capital/total AVErAZE ASSELS .. oL 5.81% .9.710% - &.18% 7.69%
Loans Produced(1) ......... ... [P N e " §5,014,061  $931,234°  $394,396  $6,339,691
Purchase mortgages.................... e 6% N/A 23% 7%
Cash out refinance mortgages ............ ool e 42% N/A 30% 42%
‘Rate and term refinance mortgages. .. .. PP 52% . N/A 47% 51%
Performance Ratios ‘
Return on equity (ROE) .................. e 141% 7% (% 56%
ROE — mortgage banking activities. ... ... P e S 141% — 108% . 138%
ROE — investing activities ........ ... ... . . i i — 7% — L T%
ROE — financing and other activities ....................... ... ... .. ... — — (85)% (85)%
Return-on assets (ROA) .............. ... ... S 8.17% 0.72% N/A - 431%
Net iMTEreSt MATZIL . . o oottt e et et e e e e e e e e e 4.15% 2.77% N/A 4.83%
S Efficiency ratio. ... 47% 29% 102% - 53%
Capital adjusted efficiency ratlo ....... e e e 11% 89% 24% 25%
Average FTE .. .. .. .. . .. i P 609 12 227 . 848

(1) All HELOC products produced by the business units durmg 2003 were consolidated into the HELOC

division for segment reporting.. ;
IndyMac Consumer Bank Divisions ~

B2C ‘Business-to-Consumier division, offers SFR mortgage loans dlrectly to consumers v1a “the Internet

and centralized call -center

HELOC Home Equity Line of Credit division, Wthh empha51zes the marketlng and production of
HELOCs through all of IndyMac’s mortgage origination channels, provides home equity lines of

credit.and second mortgages to-consumers

Retail  Retail Bank division, offers direct lending and deposit products to our deposuors through our
Bank retail branch network, on-line contact center, and institutional money desk
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The following table provides additional details on the segment results for the Investment Portfolio Group

for the year ended December 31, 2003:

Investment Portfolio Group

Mortgage
Servicing-
Related Whole Discontinued
Assets(1) Loans(2) MBS(3) Products(4) Total -
(Dollars in thousands)
Operating Results i
Mortgage Banking Activities .
Net INterest INCOME . . ..ottt ettt e $ 32,103 $ 3 — $ — $ 32,103
Gainonsaleofloans..................... T ‘50,787 4,325 — — 55,112
Other INCOME . ...ttt e e e — — — =
NETEVENUES .« oot vie et et et et et et e e 82,890 4,325 —_— — 87,215
Operating eXpPenses .. ... «vuerrr e et 1,257 - — — — 1,257
Pretax income . .......... . .. . .. i 81,633 4,325 — —_ 85,958
Investing Activities X
Net Inferest inCOME . . ..o v vt vttt e 38,623 31,475 2,756 5,852 78,706
Provision for foan losses ........... ... .. oo i — (5,480) — (6,825) (12,305)
Service fee eXpense ... ... i i (22,490) — — — (22,490)
(Loss) gain on sale of securities .......................... (35,997) — 2,008 — (33,989)
Other inCOME .. ... e e 1,937 1,540 — — 3,477
Net (expense) TEVENUES .. .....ovuiveeinneeieeenan . (17,927) 27,535 4,764 (973) 13,399
Operating SXPENSES . ..ottt 34,843 3,202 781 3413 42,239
Pretax (loss) income .............. ... ... .. ... (52,770) 24,333 3,983 (4,386) (28,840)
Financing and Other Activities .
Net Interest iNCOME . . ..o ettt iee e iiieiaee e — —_ — — —
OtRET IHCOMIE « L o i v ittt ittt it i it ety — — — — —
INET TEVENMUBS .« vt ittt et ie e e e i, - — — — —
Operating €XpPenses . ... ...orveureenneaneeanininennn. — — — — —
Pretax income .......... ... ... .. . . oo — — — — —
- Total pretax income (loss) ........................ - 28,863 28,658 3,983 (4,386) 57,118
Net income (loss) ............. ... vviiii .. $ 17462 $ 17338 § 2410 $(2,653) $ 34,557
Ratios _ ’
Percentage of assets......... .. ... i il i 14.61% 23.76% 11.62% 0.65% 50.64%
Percentage of total revenue (expense) ..................... 9.18% 4.50% 0.67% (0.14)% 14.21%
Percentage of pretax income (loss) ...l 10.21% 10.14% 1.41% (1.55)% 20.21%
Balance Sheet Data .
Average interest-earning assets. .. ..........uuiiiinen .o .. 81,145,551 $2,785,202  $1,249,128 $83,809 $5,263,690
Average total assets ... ... . e $1,711,115  $2,783,208  $1,360,990 $75,490 $5,930,303
Allocated capital ... ... .. . e § 203,622 $ 124242 § 377766 $ 7,336 $ 372,966
Capital allocated to mortgage banking activities .............. $ 29,698 § — - - $ — $ 29,698
Capital allocated to investing activities . . . .. N $ 173,924 $ 124242 $§ 37,766 $ 7,336 $ 343,268
Allocated capital/total average assets ...................... 11.90% 4.46% 2.77% 9.72% 6.29%
Loans Produced . .. ...............cvivi ... .. % 546,282 §$ — — § - $ 546,282
Performance Ratios
Return on equity (ROE) ........... . ..o it 9% 14% 6% (36)% 9%
ROE — mortgage banking activities. ...................... 166% — — — 175%
ROE — investing activities ...........c.ovvuiiiirererennn. (18)% 12% 6% (36)% (5)%
Return on assets (ROA) ... ................. . ....... 1.02% 0.62% 0.18% (3.51)% 0.58%
Net INterest Margin .. ..o v vt e e vy 6.17% 1.13% 0.22% 6.98% 2.11%
Efficiency ratio . ... e e 56% 9% 16% 58% 39%
Capital adjusted efficiency ratio . ............... ... ..., 174% 29% 130% 73% 127%
Average FTE ... . .. . i e 392 8- 5 34 439

(1) Mortgage servicing-related assets include the following: (i) MSRs, interest-only strips and residual

securities, (ii) securities held as hedges of such assets,

including principal-only securities, agency

debentures and U.S. treasury bonds, (iii) loans acquired through clean-up calls or through the
Investment Portfolio Group’s customer retention programs, and (iv) investment and non-investment

grade securities.

(2) Assets include all SFR loans held for investment other than discontinued products.

3 Asséts include AAA-rated agency and private label MBS.

(4) Discontinued products are home improvement and manufactured housing loans.
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The following table provides additional details on the segment results for all others for the year ended

December 31, 2003:

Average FTE ... ... 23 " 3,070

Treasury Corporate Total
Group(1) Subtotal Overhead Eliminations Company
. (Dollars in thousands)
Operating Results
Mortgage Banking Activities :
Net interest iNCOME .. ..ottt eiiereeiinaeens $ — $ 173,704 $ — $ — $ 173,704
Gain (loss) onsale of loans ........... ... . ..o i — 445,679 — (58,368) 387,311
Other INCOME .. ..ot e i — 62,879 — 98 62,977
Net revenues (EXPense) . . - v vttt anvrrmemee e — 682,262 — (58,270) 623,992
Operatig EXPENMSES . « .. oo v v vttt e e e — 219,286 — — 219,286
Pretax income (loss) ............. ... ... ... — 462,976 — (58,270} 404,706
Investing Activities
Net interest inCome .. ..ottt — 160,288 — 4,056 164,344
Provision for loan losses....... .. ... .o i — (19,687) — (13 (19,700)
Service fee (expense) InCome............ovoiiiiiinaanonn — (22,490) — 6,409 (16,081)
(Loss) gain on sale of securities. ..., — (33,989) — 3,136 (30,853)
Other income (1083) . ... .ovtrn i e e — 11,803 115 (543) 11,375
Nt TEVEIMUES « . . ottt e et et e e — 95,925 115 13,045 109,085
Operating expenses (iNCOME) . .........ovveninuneeeen s — 82,768 3 (2) 82,769
Pretax income. ... ....... ... ... ... .. _— 13,157 112 13,047 - 26,316
Financing and Other Activities
Net Iterest 108S <.\ v et e i e (40,356) (26,168) (943) — 27,111
Other iNCOME . ...ttt e e 200 2,160 —_ 13 2,173
Net (EXPense) FEVENUES. . ..ot iiieenean e (40,156) (24,008) (943) 13 (24,938)
Operating eXpenses . ... .vv vt 3,338 24,192 99,210 — 123,402
Pretax (loss) income.............. ... (43,494) (48,200)  (100,153) 13 (148,340)
Total pretax (loss) income......................... (43,494) 427,933 (100,041) (45,210) 282,682
Net (loss) income .................... ... ..... $(26,313) § 258898 § (60,244) $(27,351) $§ 171,303
Ratios
Percentage of assets ...t e 2.83% 98.99% 1.01% 0.00% 100%
Percentage of total revenue (expense) ...................... (5.67)% 106.50% (0.12)% (6.38)% 100%
Percentage of pretax income (loss) ... (15.39)% 151.38% (35.39)% (15.9%9)% 100%
Balance Sheet Data )
Average interest-carning assets ... ..........oiiiiii .. $242904 $10,684,595 $ (9,891) $ —  $10,674,704
Average total assels ... ... $330,892  $11,594,493 $ 117,789 3 — $11,712,282
Allocated capital ... ... $ 16,552 $ 750,048 $ 186,022 $ — $ 936,070
Capital allocated to mortgage banking activities.............. $ — $ 213,137 $ — $ — $ 213,137
Capital allocated to investing activities ..................... $ — § 517013 § — $ — $ 517,013
Capital allocated to financing and other .................... $ 16,552 % 19,808 $ 186,022 $ — $ 205,920
Allocated capital/total average assets ...................... 5.00% 6.47% 157.93% — 7.99%
Loans Produced .............. .. ... i $ —  $30,036,165 § — $ — $30,036,165
Purchase mortgages .. ....... .. ... i N/A N/A N/A N/A 36%
Cash out refinance mortgages . ..., N/A N/A N/A N/A 37%
Rate and term refinance mortgages ............ ... ... N/A N/A N/A N/A 27%
Performance Ratios )
Return on equity {ROE) ... .. ... N/A 35% N/A N/A 18%
ROE — mortgage banking activities ....................... N/A 131% N/A N/A 115%
ROE — investing activities . . .. ...... ... v iiiiiiaaie.. N/A 2% N/A N/A 3%
ROE — financing and other activities .. . ................... N/A (141 % N/A N/A (44)%
Return on assets (ROA) ........ . ... . ... it N/A 2.23% N/A N/A 1.46%
Net interest margin . .......c.ovoviriiiiieenen e .. N/A 2.88% N/A N/A 2.91%
Efficiency ratio ... N/A 42% N/A N/A 58%
Capital adjusted efficiency.ratio . ... ... S N/A 41% N/A N/A 75%
523 N/A 3,593

(1) During the year ended December 31, 2003, the Treasury Group reported net interest expense of
$40.4 million. This amount includes interest expenses related to the trust preferred securities issued by
the Company in 2003 and 2001, which is not allocated to the business units. The Treasury Group also
credits the Retail Bank and Investment Portfolio Group amounts in addition to their normal FTP credit
to reward their raising of core deposits. Additionally, the net expense in Treasury reflects the cost of
maintaining adequate corporate liquidity, as well ‘as certain fixed rate deposits with longer maturities
raised in prior years, the higher cost of which is not allocated to the business units.
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The following table compares. the detail segment results of operations for the year ended December 31,
2003 to the year ended December 31, 2002:
Relationship Businesses —
IndyMac Mortgage Bank
B2B B2R HCL HBD Total
(Dollars in thousands)

Mortgage Banking Activities )
2003 — Pretax income ................. $250,947  $3,349  $39,445 $4,682 . $298,423

2002 — Pretax income (loss) ........ .. 209,125 427 28,566 - (622) 237,496
Percentage Change .................... 20% 684% 38% NM 26%
Investing Activities

2003 — Pretax income . ................ — — 13,875 22,235 36,110
2002 — Pretax income . ................ — — 19,716 - 25,647 45,363

Percentage Change .................... NM NM B30O)% (13)% (20)%
Financing and Other Activities :

2003 — Pretax income ................. — — — — —
2002 — Pretax income ................. — — — — -~

Net Income

2003 — Netincome .............covn.. 151,821 2,026 32,258 16,285 202,390
2002 — Net income ................... 127,354 310 29,319 15,135 172,118
Percentage Change . ................... 19% 554% 10% 8% 18%
Performance Ratios

2003 »

ROE ... .. 112% 37% 48% 24% 74%
ROA . ..ot 6.82% 213%  2.62%  2.46% 4.80%
NIM 458%  4.28% 423%  4.88%% 4.52%
Efficiency ratio ....................... 33% 82% 36%  31% 35%
Capital adjusted efficiency ratio ......... 12% 23% . 28% 52% 19%
Average FTE................ ... . ..... 1,268 155 225 112 1,760
2002 .

ROE ... .o 149% 10% 55% 18% 76%
ROA........ R e 829%  0.55% 295%  2.04% 5.17%
NIM . 473%  4.15%. 462%  5.04% 4.76%
Efficiency ratio ........ T 34% 96% 30% 35% 33%
Capital adjusted efficiency ratio ......... 9% 27% 23% 74% 18%
Average FTE . ......... . ... ... . ..., 1,044 100 169 98 1,411

The Mortgage Bank segment’s net income, from both mortgage banking and investing activities,
increased by 18%, which was primarily related to the higher volume of loans produced and sold and the
resulting gains recognized. Total loans sold increased 38% to $23.2 billion in 2003 from $16.8 billion in 2002.
The Company’s gain on sale of loans increased 29% to $387 million in 2003 from $301 million in the year
ended 2002. The increase in the gain on sale was a result of the 38% increase in the amount of total loans sold,
offset in part by a twelve basis point decrease in net profit margin, from 1.79% in the year 2002 to 1.67% in the
year 2003.
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The following table compares the detail segment results of operations for the year ended December 31,
2003 to the year ended December 31, 2002, continued:

Consumer Direct Businesses —
IndyMac Consumer Bank
B2C HELOC Retail Bank Total

(Dollars in thousands)

Mortgage Banking Activities .
2003 — Pretax income. . ..o v $74267 § — $ 4,328 $78,595

2002 — Pretax income. .........coivinaniin... 45,604 — 1,962 47,566
Percentage Change ........... ... ... nn, 63% — 121% 65%
Investing Activities

2003 — Pretax income. ...t — 5,887 — 5,887
2002 — Pretax income. .. ... . ii — 3,450 — 3,450
Percentage Change ........... ... . ... .. ... .. NM 1% NM 71%
Financing and Other Activities

2003 — Pretax Loss. ..o — — (4,706) (4,706)
2002 — Pretax 1o8S. . ..o — - (5,082) (5,082)
Percentage Change ........... ... ... ... ... ... — — 7% 7%
Net Income : ' :
2003 — Net income (loss) ...... e 44931 3,562 (229) 48,264
2002 — Net income (loss) ........c.covvieiiien, 28,050 2,151 (1,955) 28,246
Percentage Change .............. . ... .ot 60%  66% 88% 71%
Performance Ratios

2003 :

ROE ...... ... il [P 141% 7% 4)% 56%
ROA 8.17%  0.72% N/A 4.31%
NIM e 415%  2.77% N/A 4.83%
Efficiency ratio . .......... ... i 47% 29% 102% - 53%
Capital adjusted efficiency ratio . ................. 11% 89% 24% 25%
Average FTE ... ... ... .. ... . . il 609 12 227 848
2002 :

ROE .. 130% 1% (26)% 58%
ROA . 7.51%  1.16% N/A 4.71%
NIM .............. S 419%  3.14% N/A 6.28%
Efficiency ratio . . ................... ... S 53% 35% 115% 61%
Capital adjusted efficiency ratio .................. 12% 113% 46% 25%
Average FTE ... .. ... . ... ... . i 413 6 193 612

The Consumer Bank segment’s net income increased $20.0 million, or 71%, from 2002 to 2003. The
increase was driven by an increase in loans produced and sold, similar to the Mortgage Bank segment.
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The following table compares the ‘detail segment results of operations for the year ended December 31,
2003 to the year ended December 31, 2002, continued:

Investment Portfolio Group

- Mortgage
Servicing-

Related Whole - Discontinued .

Assets Loans MBS Products Total

. {Dollars in thousands) ’
Mortgage Banking Activities .
2003 — Pretax income ... .. P $81,633 + $4325 § - $ — $85,958
2002 — Pretax income ............... — 13,781 -— —_ 13,781
Percentage Change .................. : 100% (69% NM NM 524%
Investing Activities
2003 — Pretax (loss) income.......... (52,770) 24,333 3,983 (4,386) (28,840)
2002 — Pretax income (loss).......... 18,619 15,451 16,033 (2,446) 47,657
Percentage Change ............... ... . NM 57% (75)% (79)% (161)%
Financing and Other Activities ‘
2003 — Pretax income ... .... [ — — — — —
2002 — Pretax income ............... — — -— — —
Net Income ’ ‘ ‘ :
2003 — Net income (loss) ............ 17,462 17,338 2,410 (2,653) 34,557
2002 — Net income (loss)............ 11,491 17,557 9,411 (1,465) 36,994
Percentage Change ............... ... 52% (H% (74)% (81)% (7)%
Performance Ratios
2003 .
ROE ... 9% 14% 6% (36)% 9%
ROA ... . 1.02%  0.62% 0.18% (3.51)% 0.58%
NIM ..o e 6.17% 1.13% 0.22% 6.98% 2.11%
Efficiency ratio...................... 56% 9% 16% 58% 39%
Capital adjusted efficiency ratio........ 174% 29% 130% 73% 127%
Average FTE ....................... 39 8 5 34 439
2002
ROE ... . 8% 25% 30% (12)% 14%
ROA .. ... 1.16%  1.34% 0.67% (1.16)% 0.97%
NIM ... o 5.25% 1.96% 0.77% 4.77% 2.16%
Efficiency ratio. ..................... 61% 10% 7% 44% 33%
Capital adjusted efficiency ratio........ 183% 18% 12% 73% “17%
Average FTE .................: S 367 8 6 40 421

The Investment Portfolio Group segment’s total net income in 2003 remained comparable to 2002 and
the overall net interest margin remained comparable as well. In the mortgage servicing-related assets division
however, there was an $82 million increase in pretax income in 2003 compared to 2002 in mortgage banking
activities. This revenue consisted primarily of income earned on our clean-up call loans (see further discussion
below under “Investing Activities™), as well as on loans retained from our servicing portfolio. During 2003, as
a result of the unprecedented prepayment environment, our Investment Portfolio Group contacted customers
whose mortgage we service to assist them in refinancing their loans with IndyMac. Prior to 2003, loans
refinanced for borrowers in our servicing platform were credited to the B2C division. Partially offsetting this
mortgage banking revenue in 2003 was a $71 million decrease in pretax income in investing activities. This
decrease was driven by the increased prepayment speeds on our servicing-related assets, which resulted in
higher amortization and impairment on these assets.
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The following table compares the detail segment results of operations for the year ended December 31,
2003 to the year ended December 31, 2002, continued:

Mortgage Banking Activities
2003 — Pretax income (loss) . ...
2002 — Pretax income (loss) ....
Percentage Change . ............
Investing Activities
2003 — Pretax income

2002 — Pretax income

Percentage Change .............
Financing and Other Activities
2003 — Pretax (loss) income .. ..
2002 — Pretax loss
Net Income

2003 — Net (loss) income

2002 — Net (loss) income

Percentage Change
Performance Ratios
2003

Efficiency ratio
Capital adjusted efficiency ratio . .
Average FTE............ ... ...
2002

Efficiency ratio
Capital adjusted efficiency ratio ..
Average FTE. .................

Treasury

Corporate Total

Group Subtotal Overhead Eliminations Company
(Dollars in thousands)
§  —  $462,976 $ —  $(58,270)  $404,706
— 298,843 (106) (28,913) 269,824
NM 55% 100% (102)% 50%
— 13,157 112 13,047 26,316
— 96,470 313 4738 101,521
NM (86)% (64)% 175% (74)%
(43,494)  (48,200)  (100,153) 13 (148,340)
(61,486)  (66,568)  (74,617) —  (141,185)
(26,313) 258,898 (60,244)  (27,351) 171,303
(36,649) 200,709 (42,769)  (14,547) 143,393
28% 29% (41)% (88)% 19%
N/A 35% N/A N/A 18%
N/A 2.23% N/A N/A 1.46%
N/A 2.88% N/A N/A 291%
N/A 42% N/A N/A 58%
N/A 41% N/A N/A 75%
23 3,070 523 N/A 3,593
N/A 37% N/A N/A 17%
N/A 2.54% N/A N/A 1.80%
N/A 2.81% N/A N/A 2.89%
N/A 44% N/A N/A 58%
N/A 38% N/A N/A 85%
28 2,472 468 N/A 2,940

The following discussion and analysis should be read in conjunction with our consolidated financial
statements, and the notes thereto and the other information incorporated by reference herein.
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OPERATIONS
MORTGAGE BANKING ACTIVITIES

Loan Production

During the year ended December 31, 2003, we produced a record $30.0 billion of loans, which was a 44%
increase over the $20.9 billion of loans produced during the year ended December 31, 2002. The strong
production volume reflects the continued unprecedented levels of production in the mortgage industry,
continued penetration of the purchase market, growth in our products that are less interest rate sensitive, and
the success of our Investment Portfolio Group’s customer retention program.

Total productlon by loan type was as follows:

Year Ended December 31,

Percentage
2003 2002 Change

(Dollars in millions)

Volume by product

Prime (1)
Agency conforming . ... § 509 $ 4,180 22%
Al-A L S 15,496 8,515 82%
Jumbo ......... S PO 3,727 . 4,223 (12)%
Subprime (L) o o e e 1,855 1,379 35%
Home equity line of credit(2) ... oo 932 401 132%
Consumer construction(2) ............ FR ' 2 130 1,578 _35%
Subtotal mortgage production ..... ... ... ... oo, 29 236 20,276 44%
Subdivision construction commitments . ................... e 800 606 _32%
Total production volume ... ... o $30,036  $20,882 _44%
Mortgage — Web-based production . ................................ $21,167  $15,144 40%
Mortgage pipeline at period end(3) ...... ... ... .. ... o $ 4116 § 4723 (13)%

(1) Fundings.
(2) New commitments.

(3) Includes rate lock commitments for loans in process plus loans that have been submitted for processing, but not yet
rate locked.

In addition to the record production volume, we have shown strong growth in purchase mortgages. The
following table details the mix of our pipeline and production between purchase, cash out reﬁnancu, and

rate/term reﬁnance transactions at December 31, 2003 and 2002.
As of and For the Year Ended

December 31, December 31,  Percentage
2003 2002 Change

(Dollars in millions)

Mortgage loan production:

" Purchase tranSactions. [ .. ... .v i $ 9,809 $ 7,619 © 299
Cash-out refinance transactions . .............. ..o n.n L 11,141 © 7,252 54%
Rate/term refinance’transactions ..................... . ...... 8,286 5,405 _33%
Total mortgage loan production ............... e $29,236 $20,276 _44%
% purchase transactions .............. ... ..o b, 34% 38%

Mortgage pipeline: '

" Purchase transactions. . ... FR R S '$ 1,586 $ 1,142 39%

- Cash-out refinance transactions ...............c.ooiiirernn.. 1,568 - 1,843 (15)%
Rate/term refinance transactions .. ... .. e . . %6 1,738 45)%
Mortgage pipeline at period end. .. .. R B © $ 4116 $ 4723 (13)%

% purchase transactions ......... e e e 39% 24%

_ Mortgage Pf(;duction by Division and Channel

IndyMac generates its mortgage production through multiple channels on a nationwide basis with a
concentration in those regions of the country in which we have regional offices or in which there are higher
home prices, including California, Florida, New Jersey and New York. Our highest concentration of mortgage
loans relates to properties in California. Mortgages secured by California properties accounted for 50% of the
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mortgage loans produced in the year ended December 31, 2003 based on dollar value, and 43% based on

number of loans.

IndyMac Mortgage Bank produces mortgages through its B2B, B2R, HCL and HBD divisions. IndyMac
Consumer Bank produces mortgages through its B2C, HELOC and Retail Bank divisions.

The following table shows production and ‘key performance indicators of the various relationship
businesses of IndyMac Mortgage Bank during the year ended December 31, 2003.

Year Ended December 31, 2003

Volume by Channel and Customer Source
Mortgage brokers
Mortgage bankers ....... ... oo
Conduyit........... P
Realtors
Builder/Builder affiliates ..........................
Financial institutions .. ........... ... .. ... .......
Consumer direct marketing ........................

Subtotal mortgage production ............... . ...,
Builder and subdivision construction commitments. . ...

Total relationship businesses production volume .. ...

Percentage of total production . .......................
Percentage change relative to Year ended December 31,
2002
Composition of mortgage production:
Purchase transactions ...............ovoiiiiiin..
Cash-out refinance transactions ...................
Rate/term refinance transactions..................
Key Performance Indicators for the Year Ended
December 31, 2003
Active Customers: (1)
Average monthly active customers ....... RN
Active customers during the year .......... PN
Net new customers during the year(2)
Cost per funded mortgage loan (bps)..................
Percentage Change for the Year Ended December 31,
2003 vs. December 31, 2002
Active Customers:(1)
Average monthly active customers ..................
Active customers during the twelve months...........
Cost per funded mortgage loan (bps) ..................

Relationship Businesses — IndyMac Mortgage Bank

B2B B2R _ HCL _ HBD _ Total
(Dollars in millions)
$11049 $ — $1544 § — $12,593
4303 — 969 — 5
— 970 — — 970
_ _ 81 508 589
403 — — — 403
— — 518 — 518
18.162 970 3112 508 22752
. — = 800 800
$18,162 § 970 $3.112 $1.308 $23,552
60% 3% 10% 4% 78%
3% 81%  30% 7% 35%
0%  33%  100% .  75% 41%
45%  34% 0% 14%  37%
25%  33% 0%  11% 22%
2,125 228 274 25 2652
5243 1091 1791 93 8218
2,363 728  N/A 37+ 3128
80 200 85 130 NJ/A
10%  128%  32%  208% 18%
10%  59% - 42%  152% 22%
$H% ()% 4%  18% N/A

(1) Active customers are defined as customers who funded at least one loan during the period. The HCL division utilizes
the B2B marketing relationships with mortgage brokers and mortgage bankers to produce consumer construction
loans. As a result, there is some overlap of the two active customer statistics and new customers.

(2) Net new customers are the number of new customers signed up during the period less those terminated.

IndyMac Mortgage Bank’s production increased 35% from the year ended December 31, 2002 to year
ended December 31, 2003. In view of the industry-wide declining mortgage refinancing market forecasted by
MBAA for 2004, we are renewing ‘our focus on less cyclical products, such as ARM loans, sub-prime, second
mortgages and HELOC’s and purchase oriented products including land development programs. At the same
time, we have been more disciplined in adding new customers that are more likely to remain active over the
long term due to their product mix and technology focus. Consistent with our focus on new customers, we are
continuing to expand our sales staff in all channels, focusing on countering the overall decline in the market by

seeking to aggressively grow market share.
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The following table shows production of the various consumer direct businesses of IndyMac Consumer
Bank during the year ended December 31, 2003. In addition, our Investment Portfolio Group initiated a new
customer -retention program in connectlon w1th its servicing portfoho during the third quarter of 2003, as
disclosed below : : .

Consumer Direct Businesses —

. . B . : . IndyMac Consumer Bank I;])v;rstt"r:lei::t
Year Ended December 31, 2003 o ‘ B2C HELOC Retail Bank Total Group
. : . {Dollars in millions)
Volume by Channel and Source(1)
Web-based production: .
Direct. at www. mdymacmortgage com :......... $1,070 $ — $ — $1,070 5 —
Indirect Web-based leads ......... e 596 . — — 596 —
Cross-marketing and porifolio reﬁnancmO N 2,860 — . 188 3,048 546
D1rect telemarketing and aﬁimty relationships, ... .. 784 199 . —_ 983 —
Retaﬂ banking branches...................... e — - 239 239 -
Total consumer direct production volume ........ $5,310 $199 $427 $5,936 §§4_6
Percentage of total production. .. ... ....... S 18% 1% 1% 20% 2%
Percentage change relative to Year ended ~. ~ ‘ , '
‘December 31,2002........... .. ... e 63%  866% . 197% 73%  N/A
Composition of mortgage productlon ] L . K
Purchase transactions ................... SO 5% N/A 22% 7% 0%
Cash-out refinance transactions................ 45% N/A _ 35% 44% 0%

Rate/term refinance transactions .. ... ol . 0% N/A 43% A _49% - 100%

(1) HELOC amounts represent the loans pioduced only by the HELOC division. 'HELOC loans produced by other
business divisions totaled $733 ‘million during the year ended December 31, 2003, HELOC loans produced by
“ business divisions other than the HELO(, d1v1s10n are 1ncluded in the productlon volume of the respectwe orlgmatmg
busmess division. - .

B2C S producnon volume grew 63% for the ycar cnded December 31, 2003 compared to the year ended
December 31, 2002. The B2C division is currently our most established cornsumer-direct business, generating
89% of the total consumer-direct business. This business is generally skewed to the refinance environment with
its web ccntrahzed call center approach and as such, is expected to be more cyclical as a result of changes in
interest rates. The HELOC division was established during 2002 to facilitate targeted marketing of our
HELOC ‘product dlrcctly to consumers in addition to the product1on of HELOCs within our other production
~ channels. Through a streamlined apphcanon process and competitive pricing, this. division provides
homeowners the ability to easily access the equity in their homes for a variety of uses. Currcntly, we hold the
HELOCs generated by the HELOC "division for investment, as these HELOCs are prime rate based and
typically have h1gh FICO scores and low combined loan-to-value ratios. The HELOC product also tends to be
somewhat counter- -cyclical to the mortgage industry. As interest rates rise, consumers who want to access the
equity‘in- their home are mote inclined to utilize a HELOC product rather than a cash-out refinance of their
existing low-rate mortgage loan. As.a result, we expect the HELOC division’s productlon to increase as the
market transmons to a higher interest rate environment.
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Loan Sales

The Company scld $23.2 biilion and $16.8 billion of loans during the years ended December 31, 2003 and
2002, respectively. The Company’s gain on sale of loans increased 29% in the year ended December 31, 2003
to $387 million, from $301 million in the year ended December 31, 2002. The increase in the gain on sale was
a result of a 38% increase in the amount of loans sold, offset in part by a twelve basis point decrease in net
profit margin, from 1.79% in the year 2002 to 1.67% in the year 2003.

The Company hedges the interest rate risk inherent in its pipeline of mortgage loans held for sale to
protect its margin on sale of loans. Hedging practices can vary significantly from company to company ranging
across a broad spectrum. At one extreme, a mortgage banker may choose to not hedge its pipeline at all.
Mortgage bankers who choose to not hedge their pipeline will typically report higher earnings and profit
margins in a falling interest rate environment, and lower earnings and' profit margins in a rising interest rate
environment. This will be the most profitable strategy over an indefinite period of time as more production is
done in the declining rate environment, assuming the rates rise as often as they fall. However, such a strategy
results in highly volatile earnings and could result in losses for an extended period of time potentially risking
the depletion of capital reserves. Conversely at the other extreme, a mortgage banker can choose to hedge
100% of its pipeline with option-based instruments to closely offset the “free option” enjoyed by the mortgage
loan applicant to not close on his or her loan (i.e. “fallout”). This hedging strategy will generally produce
stable and consistent results, but profitability is significantly reduced as the cost of the options can be
prohibitive. '

Generally, prudent mortgage bankers will choose a strategy that falls within the boundaries of the above
extremes. IndyMac tends to utilize instruments such as forward sale agreements whose change in value as
interest rates change is expected to offset the change in value of its underlying mortgage pipeline based on
expected closing ratios. Utilizing this strategy we focus on tryiﬁg to maintain stable profit margins with an
emphasis on forecasting expected fallout to more precisely estimate our required hedge coverage ratio and
minimize hedge costs. By closely monitoring key factors such as product type, business units, progress or
“status” of transactions, as well as changes in market interest rates since we comrhitted a rate to the borrower
(“rate lock commitments™), the Company seeks to quantify the optional component of each rate lock, and in
turn, the aggregate rate lock pipeline. By accurately evaluating these factors, the Company has been able to
minimize the purchase of options and also stabilize gain on sale margins over different rate environments.
Companies with lower coverage ratios may tend to follow the market increasing their hedge costs and reducing
their profit margins as interest rates rise. In comparing financial results, investors should be aware of the
varying results that can be achleved under dlﬁ"ercnt hedge strategies. -

The table below illustrates the impact of the Company’s plpehne hedging activiti‘es.

Year Ended December .31,
3 - 2002 - % Change

(Dollars in millions)

Gross gain on mortgage loan sales ....... e R $419 - $ 511 o (18)%

Gross margin before hedging. ..................... ... 1.81% 3.04% - (40)%
Hedging 10SS€S. . .0 ovut ettt $(32) $(210) 85%
Net gains on sale .. .....ovttiriien e $387 $ 301 29%
Net margin after hedging............... .. ... .. .. 1.67% 1.79% (N %

Included in the pipeline are rate lock commitments in addition to mortgage loans held for sale. Rate lock
commitments on mortgage loans that are intended to be sold are considered to be derivatives pursuant to
SFAS No. 133, “Accounting for Derivative Instruments and Hedging Activities,” (“SFAS 133”) and,
therefore, are recorded at fair value. The Company hedges the risk of changes in fair value of rate lock
commitments generally by selling forward contracts on securities of Fannie Mae or Freddie Mac as the
Company deems appropriate to prudently manage this risk. These forward contracts are also accounted for as
derivatives and recorded at fair value.
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In measuring the fair value of rate lock commitments, the proceeds expected upon eventual loan sale are
used. This value excludes the value of the MSRs inherent in the loan except for certain high quality, liquid,
conventional mortgages where whole loan sale prices including servicing rights are readily available. These
values are calculated using the same methodologies that are used in our loan sales, adjusted using an
anticipated fallout factor for rate lock commitments that will likely not be funded. This method of calculating
- the value of the derivativé has the effect of recognizing a portion of the gain from mortgage loans before the

loans are funded. As of December 31 2003 the fair value of the rate lock commitments, net of related hedges,
was $20.7 million. =

During the fourth quarter of 2003, the Securities and Exchange Commission announced its intention to
issue accounting guidance requiring that rate lock commitments be treated as written options. This guidance,
if issued, would change the timing of the Company’s recognition of gain on sale revenue. Had the guidance
been applied during the fourth quarter of 2003, the revenue related to the fair value of rate locks granted
during the ‘quarter would not have been recognized until the related loans.were sold. This amount is estimated
to be roughly 50% of total quarterly gain on sale revenue. Since the time between rate lock and loan sale is
typically less than 90 days, this revenue would 11ke1y be recognized in'the followmg quarter

The SEC guidance is currently expected to be 1mplemented as of April I 2004 ThlS 1mplementat10n is
expected to have a one-time negative impact on gain on sale revenues in the quarter implemented, but effects
only the timing-of revenue recognition, g,enerally by one quarter or less, not the ultlmate amount of revenue
recognized over time. . S

The followmg table presents the gam on sale margins by product type for the years ended December 31
2003 and 2002: . : . . S

oo . Year Ended December 31,~ 2003 .. Year Ended December 31, 2002
Gain-on Sale Margins ' Amount Gain on .Amount Gain on

‘ by Product Type S Sold - Sale Margin - Sold Sale Margin
o ; . (Dpllars in millions) ,
Agency conforming . .. ... R $6056 $704 1.16% $4521 §60.1 133%
Alt-A and Jumbo ................ 15,146 257.1 1.70% 11,227 198.6 1.77%
Subprime ........ ... o L 994 26.2 2.64% 942 . 387 - 411%
Loans acquired through clean-up . ‘
calls ... o 826 30.4 3.68% — — —

Lot loan and income property ...... - 154 3.2 2.08% 135 34 2.52%
Total gain on sale of loans ......... $23,176  $387.3 1.67% $16,825 . $300.8 1.79%

In addition to the gain on sale, IndyMac earns spread and fee income on its mortgage loans held for sale.-
It is important to look at the entire mortgage banking revenue stream in evaluating performance as these
components may vary in differing interest rate environments and sale strategies. The following table depicts
the total revenue margin on mortgage loans sold, which is calculated by dividing the sum of gain on sale of
loans, net interest income, and fee income by the amount of loans sold:

Year Ended December 31,

2003 ) 2002
% of % of
Amount - Loans Amount Loans
Sold - Sold Sold Sold
(Dollars in thousands)
Gainonsaleofloans ...............coov. .. ©$ 387311 1.67% $ 300,800 1.79%
Net interest income ... . ..., . 173,704  0.75% 96,035 0.57%
Fee income .. . .. U ST 62977  0.27% 46,169  0.27%
Total mortgage banking revenue . ... .. S $ 623992 2.69% § 443,004 2.63%
Loanssold.................. [T - $23,175,841 $16,825,419




The following table shows the various channels through which loans were distributed:
’ -Year Ended Decémber 31,

2003 . 2002
. ) (Dollars in millions)
Loan ~ Distribution Loan Distribution
Distribution  * Percentage Distribution Percentage
Sales to the GSEs(1).............. B $13,870 50% ' $ 9,103 50%
Private-label securitizations ........ e 5,778 21% 6,255 . 35%
Whole loan sales e Ceeeens 3,528 13% 1,467 8%
Subtotal Sales. .. .......ooiiieiiii . 23,176 84% 16,825  93%
Investment portfolio acquisitions(2) ........ 4,353 . 16% 1,344 7%

Total loan distribution ©................ $27,529 100% ~ $18,169 100%

(1) Governxﬁent—sponsokéd enterprises.
(2) Loan production that IndyMac elected to retain in its investment portfolio.

In conjunction with the sale of mortgage loans in private-label securitizations and GSE transactions, the
Company generally retains certain assets. The primary assets retained include MSRs and, to a lesser degree,
AAA-rated and agency interest-only strips, AAA-rated senior securities, non-investment grade securities and
. residual securities. The allocated cost of the retained assets at the time of sale is recorded as an asset with an
offsetting- increase to ‘the gain on sale of loans (or a reduction in the cost basis of the loans sold). The
calculation of the $387 million in gain on sale of loans earned during the year ended December 31, 2003
included the retention of $367 million of servicing-related assets and $19 million of other investment and non-
investment grade securities. During the year ended December 31, 2003, the assets previously retained
generated ‘cash flows of $198 million. More information on the valuation assumptions related to IndyMac’s
retained assets can be found under the heading, “Valuation of Servicing-Related Assets” below.
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INVESTING ACTIVITIES

IndyMac’s Investment Portfolio- Group complements the Company’s mortgage banking activities and
serves to diversify the Company’s revenue stream through its investments in SFR mortgage loans, mortgage-
backed securities and servicing-related assets.

The Investment Portfolio Group’s .nvestment in prime SFR loans, mortgage-backed securities and
mortgage loan servicing-related assets helps to provide stable earnings in periods when mortgage banking
revenues decline. Should loan production decline due to factors such as increasing interest rates, the value and
fee income of the Investment Portfolio Group’s MSRs generally rises, as there is less incentive for borrowers
to refinance at a higher interest rate. Similarly, when loan production increases, the value of the MSRs.and the
associated income streams generally decrease. We believe this serves to stabilize the Company’s revenue
stream through increased interest and servicing fee income when production slows.

In addition to the Investment Portfolio. Group’s investments, certain investing activities also take place in
our IndyMac Mortgage Bank and IndyMac Consumer Bank segments. These activities include the investment
in construction loans and HELOCs by these business units.

The following table shows average annualized net returns for all of our investing activities, which is
calculated by dividing the sum of net interest income after allocated interest expense and provision for loan
losses, service fee income and related net gains or losses by the average balance of investment assets. Service
fee income includes gross service fee income, amortization of MSRs, valuation adjustments and net hedging
gains and losses. Gross service fee income includes reinvestment income, prepayment and late fee income net
of compensating interest paid to borrowers and investors in addition to the contractual servicing fees.

Year Ended December 31,

2003 2002
(Dollars in thousands)
Net interest income after provision for loan losses ................ . $ 144,644 $ 1383885
Service fee (loss) income . e, . (16,081) 19,197
(Loss) gain on mortgage -backed securities, net ................ R (30,853) . 4,439
Other INCOME . ... . e i e e et . 11,375 9,850
Average balance of interest-earning assets and MSRS ....... e $7,346,974 $'5,194,060
Investlng activities’ return before operating expenses on 1nterest- :
‘earning assets and MSRs ... .. P ‘ 1.48% 3.32%

The returns on our investment portfolio were lower in 2003 than in 2002 primarily as a result of the
cumulative impact of continued accelerated prepayments during 2003. Higher yielding assets have been
replaced with lower yielding assets in the current low.interest rate environment. Additionally, as prepayments
shorten the expected duration of the portfolio of MSRs, the discount rate decreases relative to the shorter life
of the asset. All other things being equal, we expect the performance of our lnvestment portfolio w1l] improve
as interest rates rise and prepayments slow to more normal levels.
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Investment Portfolio Group

The following table sets forth the composition of the Investment
December 31, 2003 and 2002:

Portfolio Group’s assets as of

December 31,

2003 2002
{Dollars in thousands)
SFR mortgage loans held for investment ......................... $4,945,439  $2,096,517
SFR mortgage loans held forsale............................... 610,953 —
Mortgage-backed, U.S. Treasury securities and agency notes:
Trading securities:
AAA-rated and agency interest-only Strips .. .................. 146,179 187,060
AAA-rated principal-only securities. ................. ... ... 8,518 79,554
U.S. Treasury securities ............coueuiniunnnnnennnin. L — 282,219
AAA-rated non-agency SECUrities ............covvivernnn. ... — 101,185
AAA-rated agency securities ........ ... il — 25,055
Other investment grade securities ........ ... ..........: ... 8,922 9,114
Other non-investment grade securities. .. .................. o 1,760 2,956
Residual securities ............. o i 58,253 78,740
Subtotal — trading securities ............. ... .. ... 223,632 765,883
Available for sale securities
AAA-rated non-agency securities ......... ... i, 1,407,984 1,406,321
AAA-rated agency SeCurities .............c.uuieniiiiaan..n 25,193 123,269
AAA-rated agency NOLES . ..o vttt ) 143,689 —
Other investment grade securities ............c.c.vvieunn.. s, 26,926 39,238
Other non-investment grade securities......................0. T, 10,182 4,362
Subtotal -— available for sale securities ..................... 1,613,974 1,573,210
Total mortgage-backed, U.S. Treasury securities and agency .

NOtES .« oo P 1,837,606 2,339,093
Mortgage servicing rights ... ........... . ... ... oo 443,688 300,539
Other assets . ... e 280,467 209,039

Total ..o e $8,118,153  $4,945,188
Percentage of securities portfolio rated investment grade ............ . 96% 96%
Percentage of securities portfolio rated AAA ......... e 94% 94%

AAA-rated and agency interest-only strips and residual securities and securities used to hedge these
assets are classified as trading securities. Changes in the fair value of these securities are recorded in earnings.
All other mortgage-backed securities are classified as available for sale, and changes in fair value of these
assets are recorded in equity.
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SFR Mortgage Loans Held for Investment

The Company’s portfolio of mortgage loans held for investment is comprised primarily of SFR mortgage
loans, with a concentration in adjustable-rate and hybrid adjustable-rate mortgage loans to mitigate interest
rate risk. The Company plans on increasing its portfolio of mortgage loans held for investment to achieve
beiter balance in its investing activities relative to its mortgage banking activities, which tend to be more

cyclical. During 2003, the Company added $4.4 billion of mortgage loans in accordance with this strategy. The
following table shows the composition of this portfolio as of December 31, 2003 and 2002 and relevant credit
quality characteristics at December 31, 2003:

December 31,

2003 2002
' _ (Dollars in thousands)

SFR mortgage loans held for investment ......................... $4,945,439  $2,096,517

Average loansize . ..............c.oiiiiiin.. P $ 286§ 227
Non-performing loans as a percentage of SFR loans................ 0.38% 1.20%

Estimated average life in years{1) ......... ... . ... ... : 3.1 34

Estimated average duration in years(2) .......................... 1.4 1.4
Annual yield .. ... o . 4.63% 6.53%
Fixed-rate mortgages . ....... ... i . . _ ’ 6% 23%
Adjustable-rate mortgages......... e e 39% 28%
~ Hybrid adjustable-rate mortgages. .......... ... i : 55% 49%

Additional Information as of December 31, 2003 ’ ' ' ’

~ Average FICO score(3) ............ T e 707
Average loan-to-value ratio............. e 73%

Geographic distribution: '

Southern California .............. e 39%
Northern California . ... ... 22%
New YorK . .o 4%
FIOTIAA . . e et e 3%
Michigan . ............. ...l e PP 3%
GEOTZIA [\ vttt e e Dl 2%
Colorado ................ PSP S 2%
NewlJersey . .......... .. ..., e 2%
Washington . . ... e e e 2%
Other (each individually less than 2%) . ... ... . i 21%
Total L e 100%

(1)
(2)

(3)

Represents the estimated length of time, on average, the SFR loan portfolio will remain outstanding

based on the Bank’s estimates for prepayments.

Average duration measures the expected variability of the value of a financial instrument in response to

changes in interest rates.

FICO scores reflect a credit scoring system developed by Fair Isaacs and Co. and are generally used by
lenders to evaluate a borrower’s credit history. FICO scores of 700 or higher are generally considered in
the mortgage industry to be very high quality borrowers with low risk of default, but in general, the

secondary market will consider FICO scores of 620 or higher to be prime.
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SFR Mortgage Loans Held for Sale

Loans held for sake in the Investment Portfolio Group are substantially comprised of SFR mortgage loans
acquired through exercising our right to call selected private label securitization transactions as Master
Servicer and loans generated through retention programs. The Company maintains the right to call selected
transactions when the outstanding loan balances in the securitization trust decline to a specified level, typically
10% of the original collateral balance. During the year ended December 31, 2003, we called a total of
approximately $1.6 billion in loans. We sold approximately $826 million of clean-up call loans during the year,
for a pretax gain of $30.4 million. Additionally, during 2003, we recognized a pretax gain of $19.7 million on
loans sold related to the loans acquired through our retention program. The balance at December 31, 2003 of
loans held for sale for the Investment Portfolio Group represents the inventory of called loans and loans
acquired through retention programs that remain unsold. We expect to exercise our option to call additional
loans of approximately $440 million in 2004, the exact timing and amount of which is dependent upon the
future interest rate environment and borrower prepayfnent behavior.

Mortgage-Backed Securities, U.S. Treasury Securities and Agency Notes

The Company’s portfolio of mortgage-backed securities, U.S. Treasury securities and agency notes
totaled $1.8 billion and $2.3 billion at December 31, 2003 and 2002, respectively. These securities are recorded
at fair value. The Company invests in high quality mortgage-backed securities to provide net interest income.
The extreme prepayment environment negatively impacted interest spreads on these securities for most. of
2003; however spreads began to recover in the third quarter and rebounded solidly in the fourth quarter. At
December 31, 2003, 94% of the portfolio was rated AAA with an expected weighted average life of 4.7 years.
U.S. Treasury securities in the trading portfolio are purchased to hedge the interest rate risk associated with
servicing-related assets, among other types of investments. AAA-rated principal-only securities are retained
from securitizations or purchased in the secondary market to hedge MSR related assets. The Company
periodically trades its hedging instruments to rebalance its portfolio into instruments we believe will most
effectively hedge the underlying asset, after considering changing market conditions.

We estimate the fair value of our other investment grade and non-investment grade mortgage-backed
securities based on market information, when available, or with discounted cash flow techniques using
assumptions for credit losses, prepayment rates, and market yield requirements. For those securities used as
hedges on our AAA-rated and agency interest-only securities, residual securities or MSRs, adjustments to the
carrying value of the security are recorded through earnings (trading securities}. Adjustments to the carrying
value of all other securities (available for sale) are recorded as a component of other comprehensive income in
shareholders’ equity.
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The fair value of other investment grade and non- mvestmcnt grade securities by credit rating as of

December 31,.2003 and 2002 follows:-

December 31, 2003

Investment grade mortgage-backed securities:
CAAA

Total other investment grade mortgage-backed
SECUTILIES .. vttt et e e e

Non-investment grade mortgage-backed securities:

BB ..

Total other non-investment grade mortgage-
backed securities. .. ........ ... ... .. .. ..

December 31, 2002
Investment grade mortgage-backed securities:

Total other investment grade mortgage-backed
SECUNItIeS . ... vttt

BB

Total other non-investment grade mortgag'c-
backed securities. ............... ... . ...

At December 31, 2003, of the total other investment grade and non-investment grade mortgage-backed
securities, $32.4 million was collateralized by prime loans, $13.6 million by subprime loans and $1.8 million by
manufactured housing loans. The increase in other non-investment grade mortgage-backed securities
compared to December 31, 2002 was primarily due to the retention of a BB rated, prime collateral security

during the fourth quarter of 2003.

During the third quarter of 2002, we reclassified our portfolio of non-investment grade residual securities
from available for sale to the trading classification. This reclassification was done so that our accounting results
would more closely match our economic hedging activities. We also transferred to the trading classification
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- Premium
Current (Discount)

Face to Face Amortized Fair
Value Value Cost Value
(In thousands)
$7922 $ 77 $7999 § 8001
25,121 (1,546). 23,575 24,198

4,000 (351) 3,649 3,649
$37,043 $ (1,820) $35223  $35,848
$ 9016 $ (1292) § 7724 $ 7.89

830 (644) 186 186

5,378 (4,487) 891 1,165

6,274 . (4,453) 1,821 1,934

2,668 (1,992) 676 676

830 (745) 85 85
$24996  $(13,613) $11,383  $11,942
$20,900 $ (111) $20,789  $22,133

2,352 (131) 2,221 2,445

18,978 (1,073) 17,905 18,450

5,668 (378) 5,290 5,344
$47,898  $ (1,693) $46,205  $48,372
$ 4251 $ (772) $ 3479 $ 3,661

877 (532) 345 351
9,462 (6,507) 2,955 2,955
877 - (533) 344 351
$15467 $ (8,344) §$ 7,123 $ 7,318




from the available for sale classification certain AAA-rated non-agency securities that are intended to hedge
the interest rate risk associated with residual securities. The transfer of residual securities from available for
sale to trading resulted in a $4.0 million reclassification from accumulated other comprehensive income to
gain on mortgage-backed securities.

The following table sets forth certain information regarding the weighted average yields and remaining
contractual maturities of our mortgage-backed securities portfolio as of December 31, 2003:

More than More than
One Year Five Years
One Year or Less to Five Years to Ten Years More than Ten Years Total
Weighted Weighted Weighted Weighted Weighted
Carrying  Average Carrying  Average Carrying  Average Carrying Average Carrying Average
Value Yield Value Yield Value Yield Value Yield Value Yield

(Dollars in thousands)

Mortgage-backed

securities
AAA-rated and agency

interest-only securities $— — $ 476 9.07% $ 6,284 752% §$ 139419 7.09% § 146,179 1.11%
AAA-rated principal-

only securities. ... ... — — — — 33 7.60% 8,485  6.28% 8,518 6.29%
AAA-rated agency

securities . . ... . ..... 4 33.83% 105 8.26% — — 25,084 3.63% 25193 3.65%
AAA-rated non-agency

securities. .. ........ — C— — — — — 1,407,984 445% 1,407,984 4.45%
AAA-rated agency

notes .......ovvvnn. — — — — 115,063 4.49% 24,626 5.59% 143,689  4.68%

Other investment grade
mortgage-backed :
securities . . ......... — — 5518 5.88% — — 30,330 7.29% 35848  7.07%

Total investment
grade mortgage-
backed securities . .

|

33.83% 6,099 6.17% 125380 4.64% 1,635928 4.74% 1,767411 4.74%

Non-investment grade
residual securities. ... — — 3,081 20.00% — — 55,172 19.89% 58,253 19.90%

Other non-investment
grade mortgage-
backed securities .... — — 3,737 10.01% — — 8,205 15.79% 11,942 13.98%

Total non-investment
grade mortgage-

backed securities . . C— 6,818 14.52% — — 63,377 19.36% 70,195 18.89%

Total mortgage- ]
backed securities .. $ 4  33.83% $12917 10.58% $125,380 4.64% $1,699,305  529% $1,837,606  5.28%

Given prepayments on the underlying collateral of our mortgage-backed securities, we do not expect our
mortgage-backed securities to remain outstanding throughout their contractual maturity periods. Therefore,
contractual maturity is not a relevant measure of the timing of our future expected cash flows. Actual
economic cash flows are expected to be received much sooner.
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Mortgage Servicing and Mortgage Servicing Rights .

In addition to its own loans, IndyMac serviced $30.8 billion of mortgage loans owned by others at
December 31, 2003 with a weighted average coupon of 6.53%. In comparison, IndyMac serviced $28.4 billion
of mortgage loans owned by others at December 31, 2002 with a weighted average coupon of 7.56% and
$19.9 billion of mortgage loans owned by others at December 31, 2001 with a weighted average coupon of
8.28%. The table below shows the act1v1ty in the servicing portfolio during the years ended December 31, 2003
and 2002:

Year Ended December 31,

2003 2002
. Servicing Portfolio
4 ‘ (In miilions)

Unpaid principal balance at beginning of period ...................... $ 28,376 § 29,472
AdditiOnS . . oottt C 21,269 15,649
Clean-Upcal]sexercised..................4.....‘.......,..: ...... (1,612) (159)
Loan payments and prepayments . ............. [ (17,259)  (16,586)
Unpaid principal balance at end of period ......................... $ 30,774 § 28,376

The capitalized-value of MSRs totaled $443 7 million as of December 31, 2003 and $300.3 million as of
December 31, 2002, reflecting an increase of $143.2. million. The table that follows shows the activity in our
MSRs. :

Year Ended December 31,

2003 2002 2001
(In thousands)
Balance at beginning of period .......... B $300,539 . $321,316  $211,127
Additions ............ ... .... R e s 291,849 230,894 229,825
Conversion of MSRs to interest- only StEpS ... ... Coooioo o (47.311) 0 (75,371) —
Clean-up calls exercised . .. ... ... PR PR .7 (10,256) (685) —
Scheduled amortization . . . . .. T ... (85590)  (68,228)  (68.716)
Valuation (1mpa1rment) NP (N e , (5,543) (107;387) {50,920)
' Balance at end of period ... e $443,688  $300,539  $321,316

Each quarter, we evaluate the MSRs for 1mpa1rment in accordance w1th SFAS No. 140, “Accounting for
Transfers and Servicing of Financial Assets and Extinguishments of Liabilities.” We first stratify our MSRs
based on predominant risk.characteristics, underlying loan type, interest rate type, and interest rate band.
Then, for each stratum, we determine the fair value of MSRs using our valuation models, which are validated
quarterly by third party opinions of value. If the carrying value exceeds the fair value by individual stratum, a
valuation allowance is recorded as a charge to service fee income in current earnings. However, if such
impairment is determined to be other-than-temporary and the recoverability of the value is remote, we
- recognize a direct write-down. Unlike a valuation allowance, a direct write-down permanently reduces the
carrying value of the MSR asset and the related valuation allowance, precluding subsequent reversals. As of
December 31, 2003, the valuation allowance on. MSRs totaled $59.5 million.

AAA-Rated and Agency Interest-Only Securities and Residuals

We evaluate the carrying value of our AAA-rated and agency interest-only strips and residual securities
" by discounting estimated net future cash flows. For these securities, estimated net future cash flows are
primarily based on assumptions related to prepayment speeds, in addition to expected credit loss assumptions
on the re51dual securities.
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A summary of the activity in the AAA-rated and agency interest-only strips and residual securities
portfolios for the years ended December 31, 2003 and 2002 follows:
‘ Year Ended December 31,

2003 2002
(In thousands)

AAA-rated securities and agency interest-only strips:

Beginning balance ....... ... .. . $187,060  $211,104
Retained investments from securitizations ................. e 47,791 36,389
Conversion of MSRs to interest-only strips ...................... 47,311 75,371
Clean-up callsexercised ......... ... ... .. i, (40,333) (4,227)
Cash received, net of accretion ............. ... ... .o oL (51,129)  (51,961)
Valuation losses before hedges . ............. ... ... ... ... ... ... (44,521)  (79,616)
Ending balance . ... e $146,179 $187,060
Residual securities:

Beginning balance ...... ... ... .. $ 78740 $ 43,123
Retained investments from securitizations ....................... 23,526 73,944
LS .t e (10,525)  (19,000)
Cash received net of accretion .. ......... ..o i, (23,627) (21,715)
Valuation (losses) gains before hedges .......................... (9,861) 2,388

Ending balance . ......... .t $ 58,253 § 78,740

During 2002, we modified our agreement with one of the GSEs, resulting in the bifurcation of the fee we
retain to service loans sold to the GSE. Previously, the entire contractual servicing fee was capitalized on the
balance sheet as MSRs. Under the new agreement, the contractual servicing fee is separated into a reduced
servicing fee of 25 basis points (the base servicing fee) and an excess yield strip for amounts above the base
servicing fee. The base servicing fee continues to be capitalized as MSRs, while the excess yield strip is now
included in trading securities and accounted for similar to the AAA-rated interest only securities. While the
amount of the total servicing fees and related cash flow expected to be derived from servicing the loans were
not impacted by the modification, the change in balance sheet classification will result in two primary benefits.
First, the excess yield strip will be marked to market through the income statement, and will no longer be
subject to the lower of cost or market limitations applicable to MSRs. This will directly align the hedge
accounting treatment for the asset with actual economic hedging results. Second, the excess yield strip is now
risk weighted at 100% for regulatory capital purposes instead of the higher requirement for MSRs. During
2003 and 2002, we reclassified $47.3 million and $75.4 million, respectlvely, of capltahzed MSRs to trading
securities pursuant to this agreement.
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Valuation of'Sérvicing-Related Assets -

AAA rated and agency 1nterest only stnps and resrdual securities are recorded at fair- market value
MSRs are subject to lower of .cost or market llmrtatlons We determme the fair valué of MSRs using our
valuation models, which are validated quarterly by third party opinions of value. Relevant information and
assumptions used to value the Company’s serv1cmg related assets at December 31, 2003 and 2002 are shown
below:

Actual & . 7 T ’ Valuation Assumptions
' L . Gross. Wtd.. Servicing~. 3-Month Weighted Lifetime - 3-Month Remaining
Book Collateral ~ Average Fee/Interest Prepayment Average Prepayment Prepayment Discount Cumulative
" Value ‘Balance’  *Couponi "+ 'Stnp . .Speeds  Multiple. - Speeds(1) Speeds(l)  Yiéeld Loss Rate(2)

s g <, (Dollars in thousands)
December 31,2003 "

AAA-rated/ agency mterest only ’ : O . . ~ )
SUIPS oo T $146,179 $13,640,307 .- 6.90%  0.38% 340% 281 17.2% 35.5% 9.8% N/A

Prime residual securiies ... § 25614 $.3306638  T00%  148% © 600%° 049 T 263%  360% 158% | 0%
Subprlme resrdual securmes ..... 32,639 § 1,286,694  8.65% - 434% 7 384% - 058 T 33.4% 329% 236% O 23%
Total, non-investment grade . ’ . ‘ } ' o . .
re51dual secuntles ........ $ 58,253 ' a . . o ' ‘
CMSRSG) $443688 $30773545.  653%.  032%-. 3L0% . 450 . 168%  3L5% . 100%  N/A

; December 31, 2002

AAA-rated/agency irﬁterest-only e R - . :

SETPS « e e $187,060 $14,214,229 17% . .. 053% & 385% - 248~ 236%. - 397% - 8.7% N/A
Prime residual securities . ........ $ 33,400 $:2,968,794 151% 1 44% -355% . 078, 189% .  40.3% 15.2% :0.7%
Subprime residual securities ... .. 45,340 § 1,968,041 - - 9.54% S 421% - - 303% - 055 320%- - 350% . 27.0% . 2.8%

Total non-investment grade ..+ . -l ' ' '
residual securities .. .... .. $ 78,740 ..e. ‘ W . ’ ]
MSRS ....5. 000 $300,530- 528375897 7.56% 1 033% ¢ 407% - 321 - 220%  363%  95%  NA

(1) Assumed prepayment speeds-are higher in the short term and lower in the long term based on the market
forward curve for interest rates rising over the life of the asset. ‘

(2) As a percentage of the original pool balance, the actual cumulative loss rate to date totaled 0.06% and
1.43% for prime and subprime residuals, respectively, at December 31, 2003.

(3) At December 31, 2003, the capitalized servicing asset was comprised of $30.8 billion of loans serviced by
us. In addition to the loans serviced for others, we also service $6.1 billion of IndyMac-owned loans and
loans subserviced for others on an interim basis for a total servicing portfolio of $36.9 billion.

The lifetime prepayment speeds represent the annual constant prepayment rate (“CPR”) we estimate for
the remaining life of the collateral supporting the.asset. For MSRs and AAA-rated and agency interest-only
strips, we project prepayment rates using four-factor prepayment models which incorporate relative weighted
average note rate, seasoning, seasonality and burn-out of the pool of loans relative to expectations of future
rates implied by the market forward LIBOR/swap curve.

The weighted average multiple .for MSRs, AAA-rated and agency interest-only strips and residual
securities represents the book value divided by the product of collateral balance and servicing fee/interest
strip, While the weighted average life of such assets is a function of the undiscounted cash flows, the multiple
‘is a function of the discounted cash flows. With regard to AAA-rated and agency interest-only strips, the
marketplace frequently uses calculated multiples to assess the overall impact valuation assumptions have on
value. Collateral type, coupon, loan age and the size of the interest strip must be considered when comparing
these multiples. The mix of collateral types supporting servicing-related assets is primarily non-conforming/
conventional, which may make comparisons of the Company s MSR multiples misleading relative to peer
multiples whose product mix is drfferent
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Lifetime prepayment assumptions for AAA-rated and agency interest-only strips and MSRs decreased at
December 31, 2003 compared to December 31, 2002. The decrease in the lifetime prepayment assumptions
for AAA-rated and agency interest-only strips and MSRs reflects the impact of lower collateral note rates and
the increase in interest rates at December 31, 2003 compared to' December 31, 2002. '

Hedging’ Interest Rate Risk on Servicing-Related Assets

With respect to the investment in servicing-related assets (AAA-rated and agency interest-only strips,
non-investment grade residual securities and MSRs), the Company is exposed to interest rate risk as a result
of other than .predicted prepayment of loans. Our.Investment Portfolio Group is responsible for the
management of interest rate and prepayment risks in the Investment Portfolio, subject to policies and
procedures established by, and oversight from, our management-level Asset and Liability Committee
(“ALCO”) and Board of Directors-level ALCO. X :

The objective of our hedging strategy is to mitigate the impact of changes in interest rates on the net
economic value of the balance sheet and quarterly earnings, not to speculate on interest rates. As such, we
manage the comprehensive interest rate risk of our servicing-related assets using financial instruments and our
portfolio retention efforts. Historically, we have hedged servicing-related assets using a mix of securities on
balance sheet, such as AAA-rated principal-only securities, buying and/or selling mortgage-backed or
U.S. Treasury securities, as well as derivatives such as futures, floors, swaps, or options. Recently, clean-up
call revenues and retention programs have also been added to our asset management program. As there are no |
hedge instruments that would be perfectly correlated with these hedged assets, we use a mix of the above
instruments designed to correlate well with the hedged assets. ‘

With interest rates continuing to be near historic low levels and exhibiting high volatility, the value of
mortgage servicing remains low. Our recovery of impairment did not fully offset our derivative hedge losses.
However, as shown in the servicing related assets segment results, our realization of income from clean-up
calls and portfolio retention resulted in a positive return for the portfolio during the year. These activities are a
direct result of the ownership of servicing rights and. we consider those activities as a component of the
portfolio performance.
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The following breaks out the components of service fee income and the gain on mortgage-backed
securities, net.

Year Ended December 31,

Percentage
2003 2002 Change

(Dollars in thousands)

Service fee income:

Gross service feeincome ... $105,063 $ 96,286 9%
Amortization ....................... e (85,590) (68,228) 25%
Service fee income net of amortization ................ 19,473 - 28,058 (31)%
Valuation adjustments on MSRs ...................... (5,543)  (107,387) (95)%
Hedging (losses) gains.......... . (30,011) 98,526  (130)%

Total service fee (expense) income ......: e $(16,081) $ 19,197 (184)%

Net (loss) gain on securities: . |

Realized gain on available-for-sale securities............ $ 208 $° 7,606 (13)%
Impairmeni on available-for-sale securities ............. 1(2,336)  (2,513) ' 7%
Unrealized loss on AAA-rated and agency interest only '

strips and residual securities ....................... (54,382) - (75,724) 28%
Transfer of residual securities to trading classification .. . - 4,029 (100)%
Transfer of instruments used to hedge AAA IOs and ‘ ,

residual securities to trading ....... ... ... L — 1,128 (100)%

+Net gain on securities and other instruments used to
- hedge AAA-rated and agency interest-only strips and -
residual Securities . .......... s 23,785 69,913 (66)%

Total (loss) gain on mortgage-backed securities, net ... $(30,853) § 4439 (795)%

Total Clean-Up Call and Retention Program Income ... ... $ 82215 $. ° —

‘The clean-up call and retention program income totaling $82.2 million in 2003 is recognized as a
component of gain on sale and net interest income in the Investment Portfolio Group’s mortgage banking
activities. As shown in our segment results on page 28, the effect of the clean-up call and retention program
activities allowed the mortgage servicing business to generate positive returns during the historic refinance
boom in 2003.

Construction Lending

IndyMac provides construction financing for individual consumers who are in the process of building their
own home (consumer construction) and for residential subdivision developers (builder construction). With
respect to consumer construction, the primary product is a construction-to-permanent residential mortgage
loan. This product provides financing for the 9-12 month term of construction and automatically converts to a
permanent mortgage loan at the end of construction.” As a result, this product represents a hybrid activity
between our portfolio lending activities and mortgage banking activities. The- Company earns net interest
income during the construction phase. When the loan converts to permanent status the loan is transferred into
the Company’s pipeline of mortgage loans held for sale. These loans are typically fixed-rate loans. Consumer
construction loan originations in 2003 grew 35% over 2002. Increases in both origination channels (B2B and
B2C) were driven by growth in active customers and marketing leads. The cost of funding an HCL
construction loan increased in 2003 4% from December 31, 2002. Consumer construction loans outstanding at
December 31, 2003 were $1.1 billion, up 31% compared to the amount at December 31, 2002.

With respect to builder construction loans, our activities have been increasingly focused on those
homebuilders that provide our mortgage loans to their customers when they sell the completed residence.
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Builder construction loans are typically based on prime rates. Builder loans outstanding, including construction
and land and other mortgage loans, was comparable to December 31, 2002 at $605 million. A substantial
portion of our builder construction loans is secured by corporate or personal guarantees of the builders as well

as the real estate.

The following tables present further information on our construction loan portfolios.

Year Ended December 31,

2003 2002
Consumer Builder Consumer Builder
Construction Construction Construction Construction
Loans Loans Loans Loans
(Dollars in thousands)
Construction loans . ................... $1,145526 § 484,397 $§ 875,335 § 482,408
Land and other mortgage loans ......... $ 87,045 % 120,751 $§ 81,885 § 123,066
Outstanding commitments ............. $2,091,853  $1,120,893  $1,531,011  $1,104,160
Average construction loan and land
commitments ................... ... $ 391 $ 3,046 § 415 % 1,982
Non-performing loans . ................ 0.78% 1.60% 1.08% 2.92%
Annual yield on construction loans . ..... 6.32% 6.75% 7.61% 7.17%
Fixed-rate loans ...................... 98% 1% 94% 1%
Adjustable-rate loans . ................. 0% 97% 0% 96%
Hybrid adjustable-rate loans............ 2% 2% 6% 3%
Additional Information as of December 31, 2003
Consumer Builder
Construction Construction
Loans Loans
Average loan-to-value ratio(1) ...... 74% 69%
Average FICO score(2) ........... 706 N/A
Geographic distribution(3) .
Southern California ............. 31% Southern California ............... 45%
Northern California ............. 18% Northern California ................ 24%
New York ...t 6% IUhnois ....oovve i 13%
Hawaii.............. ... ... 4% Florida .......................... - 6%
Florida ................. ... ... 4% Other (each individually << 2%) _12%
Colorado ............oooviin 3% Total Builder Construction ......... 100%
New Jersey ........oooiin ... 3% =
Nevada ....................... 3%
Washington .................... 3%
Connecticut .. ...t 3%
Other (each individually << 2%) .. - _22%
100%

- Total Consumer Construction. . ...

(1) The average loan-to-value ratio is based on the estimated appraised vatue of the completed project
compared to the commitment amount at December 31, 2003.

(2) FICO scores are not calculated for éorporate entities and, therefore, are not applicable to the builder

construction portfolio..

(3) Geographic distribution is based on outstanding balances. Some projects are continuing to be built out in
states in which we no longer solicit new loans. ' '

For information related to the Company’s balance of non-performing assets and related credit reserves,
see discussion in “Credit Risk and Reserves” below. :
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The table below indicates the contractual maturities of our construction loans as of December 31, 2003:
After One but Total Unpaid

Due Within Within Five Principal
One Year Years ___ Balance
. (In thousands) .
Builder construction loans .......... R $ 412,718 $74,587 $ 487,305
Consumer construction loans ................ e 1,124,619 17,820 1,142,439
Total construction loan portfolio.................... $1,537,337 $92,407 $1,629,744
HELOC Activities

We successfully grew our HELOC portfolio 127% from $313 million as of December 31, 2002, to
$711 million as of December 31, 2003. The majority of the year’'s HELOC production was driven by our
internal channels, which produced 10,462 HELOC commitments primarily through our B2B and B2C
business channels. We also embarked on a direct to customer mailing campaign, which produced
3,456 HELOC commitments. All HELOC loans are adjustable rate loans indexed to the prime rate at
December 31, 2003.

The majority of the HELOC volume in 2003 was produced concurrently with a first mortgage. However,
we believe that the declining market for mortgage refinancing will drive stronger levels of stand-alone HELOC
production as homeowners look for alternatives to access their home equity.

In response to this accelerating growth and to capitalize on the market’s shift to HELOCs, we are
establishing and expanding a HELOC dedicated sales staff to work concurrently with our business units and to
manage HELOC directed sales efforts. The HELOC division is also working with our business units to
develop new Home Equity products to more aggressively penetrate identified niche markets.

The following table presents information on our HELOCs as of December 31, 2003 and 2002.
December 31, December 31,

2003 2002
) (Dollars in thousands)
Outstanding book value . ........ ... ... ... $ 711,494 $312,881
Outstanding commitments(l) ... ... ... . .. . L $1,189,213 $459,537
Average spread OVEr PriME . ... ..ottt 1.92% 1.78%
Non-performing loans .......... ... . . i 0.17% 0.21%
Average FICO SCOTe ... .. i i i 710 711
Average CLTV ratio(2) ... ..o e 77% 78%
Additional Information as of December 31, 2003
Total Average Loan 30+ Days
' Outstanding Commitment Average Spread Average Delinquency
CLTV . Book Value Balance Over Prime FICO Percentage
T (Dollars in. thousands)
Z96% & =<100% ................... $ 17,332 $47 4.43% 723 1.33%
=01 % &=95% .......... . .. 93,495 50 3.53% 715 0.40%
Z81% &=<90% .................... 281,807 51 2.34% 695 0.76%
ZMN% &=<80% .................... 178,700 81 1.00% 712 0.84%
TO% oo 140,160 86 0.87% 726 0.37%

Total ..o $711,494

(1) On funded loans.
(2) The CLTV combines the loan-to-value on both the first mortgage loan and the HELOC.
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NET INTEREST INCOME

The following table sets forth information regarding our consolidated average balance sheets (Mortgage
Bank, Investment Portfolio and Consumer Bank are combined), along with the total dollar amounts of interest
income and interest expense and the weighted average interest rates for the periods presented. Average
balances are calculated on a daily basis. Non-performing loans are included in the average balances for the
periods presented. The allowance for loan losses is excluded from the average loan balances.

Year Ended December 31, )
2003 2002 2001

Average Yield Average Yield Average Yield
Balance Interest  Rate Balance Interest  Rate Balance Interest  Rate
(Dollars in thousands)
Securities............. $ 1,794,630 $ 83,903 4.68% $1,828,694 $112,065 6.13% $1,397,314 $121,867 8.72%
Loans held for sale. . ... 3,438,677 214,338  6.23% 2,222,838 148498 6.68% 2,262,676 177,982 7.87%
Mortgage loans held for
investment.......... 3,680,554 170,290 4.63% 1,707,409 111,450 6.53% 1,738,432 138,793  7.98%
Builder construction and
income property .. ... 549,582 37,114 6.75% 595,711 42,726  7.17% 537,068 58,522 10.90%
Consumer construction 956,211 60,392  6.32% 731,476 55,660 7.61% 525,384 42,241 8.04%
Investment in Federal
Home Loan Bank :
stock and other...... 255,050 9,804 3.84% 144,028 -+ 6,705 4.66% 106,266 5,535 5.21%
Total interest-
earning assets ... 10,674,704 575841 5.39% 7,230,156 477,104 6.60% 6,567,140 544940 8.30%
Other................ 1,037,578 : 721,659 550,544
Total assets . ...... $11,712,282 $7,951,815 : $7,117,684

Interest-bearing deposits ~ $ 3,162,221 87,828 2.78% $2,665942 105,188 3.95% $1,909,159 98,781  5.17%

Advances from Federal
Home Loan Bank. ... 3,820,076 113,032 296% 2,092,972 101,647 486% 1,638,151 95,222  5.81%

Other borrowings ... ... 2,697,909 64,044 2.37% 1,710,659 60,981 3.56%  2,640420 148315 5.62%

Total interest-
bearing liabilities 9,680,206 264904 2.74% 6,469,573 267816 4.14% 6,187,739 342318 5.53%

Other................ 1,096,006 618,466 167,684

Total liabilities .... 10,776,212 7,088,039 6,355,423
Shareholders’ equity 936,070 863,776 762,261

Total liabilities and
shareholders’
equity .. ........ $11,712,282 $7,951,815 $7,117,684

Net interest income . . .. $310,937 $209,288 $202,622

Net interest spread. .. .. 2.66% 2.46% 2.77%

[\S]

Net interest margin .. .. 91% 2.89% 3.09%

Return on average \
equity............ .. 18.30% 16.60% 15.27%

Return on average assets - 1.46% . 1.80% 1.64%

The net interest spread and margin during 2003 widened from that of 2002. The yield on interest earning
assets declined during the year due to high prepayment speeds, although the effect of the prepayments during
the year was partially offset by recently acquired higher vielding clean-up call loans. However, our cost of
funds decreased faster than the yield on assets, resulting in a higher spread and higher margin. The decrease in
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cost of funds was largely the result of the repricing of higher interest rate CDs and term FHLB advances to

lower rates.

The dollar amounts of interest ‘income and interest expense fluctuate depending upon changes in the
average balances and interest rates of interest-earning assets and interest-bearing liabilities: The following

table details changes attributable to:- ~

. changés in volume (changes in average outstanding balances multiplied by the prior period’s rate),

* changes in the rate (changes in the average interest rate multiplied by the prior period’s volume), and

« changes in rate/volume (“mix”) (changes in rates times the changes in volume).

Interest income:
Securities . . e e
Loansheldforsale........... ... .. ... ... ... ...

- Mortgage loans held for investment............... '

Builder construction and income property..........

Consumer construction .....................oo... .

Investment in Federal Home Loan Bank stock and

Total interest income ... ........... P
Interest expense:
Interest-bearing deposits ............ [
Advances from Federal Home Loan Bank .........
Other borrowings ................ T

Total interest eXpense ...............cvvnn...
Net interest income . ........ ..o,

Interest income:
Securities. . ........... J
Loans held forsale............: N
Builder construction and income property ..........
Consumer construction ......... L
Residential constructionloans. .. .................
Investment in Fedcral Home Loan Bank stock and

Total interest income . .......... N
Interest expense:
Interest-bearing deposits .. :........ FE
Advances from Federal Home Loan Bank ... .. e
Other borrowings . ....... .. ... i i

" Total interest €Xpense ... .... . ................
Net interest income ........... e

Year Ended December 31,
2003 vs 2002

Increase/ (Decrease) Due to

Volume - "Rate Mix

Total Change

(In thousands)

$ (2,087) $ (26,570) $ 495  $(28,162)
81,225 (9.946)  (5,439) 65,840

128,796 (32,453)  (37,503) 58,840
(3,308) (2,497) 193 (5,612)

17,100 (9,461)  (2,907) 4,732

5,169 (1,169) (901) 3,099

226,895 - (82,096)  (46,062) 98,737
19,581 (31,143)  (5,798)  (17.360)

83,878 (39,718)  (32,775) 11,385

35,193 (20,373)  (11,757) 3,063

138,652~ (91,234)  (50,330) (2,912)
$101,649

$ 88,243 $ 9,138 $ 4,268

 Year Ended December 31,
2002 vs 2001

Increase/ (Decrease) Due to

Volume Rate Mix

Total Change

(In thousands)

$ 37,623 $(36,238) $(11,187) $ (9,802)
(3,134)  (26,822) 470 (29,484)
(2477)  (25318) 452 - (27,383)
6390 (20,002)  (2,184)  (15,796)
16,570 (2,263) ~ (888) 13,419
1,967 (588) (209) 1,170
56,939 (111,231)  (13,544)  (67,836)
39,156 (23.452)  (9,297) 6,407
26,438 (15664)  (4,349) 6,425

(52,226) _(54,190) _ 19,082 (87,334)

13,368 _(93,306) 5,436 (74,502)

$ 43,571  $(17,925) $(18,980) § _ 6,666




OVERALL INTEREST RATE RISK MANAGEMENT

In addition to our hedging activities to mitigate the interest rate risk in our pipeline of mortgage loans
held for sale and our investment in servicing-related assets, we perform extensive overall interest rate risk
analyses. The primary measurement tool used to evaluate interest rate risk over the comprehensive balance
sheet is a net portfolio value (“NPV™) analysis that simulates the effects changes in interest rates have on the
fair value of shareholders’ equity.

The following table sets forth the NPV and change in NPV that we estimate might result from a 100
basis point change in interest rates as of December 31, 2003 and 2002. OQur NPV model has been built to focus
on the Bank alone as the $157.2 million of assets at the holding company have very little interest rate risk
exposure.

December 31, 2003 December 31, 2002
Effect of Change in Effect of Change in
Interest Rates Interest Rates
Decrease Increase Decrease Increase
Fair Value 100 bps 100 bps Fair Value 100 bps 100 bps
(Dollars in thousands)
Cash and cash equivalents .... $ 111,203 § 111,203 § 111,203 $ 196,589 § 196,589 § 196,589
Trading securities . ........... 206,484 180,197 228,880 728,602 729,055 727,761
Available for sale securities. . .. 1,611,958 1,662,715 1,553,103 1,563,648 1,572,911 1,542,879
Loans held forsale........... 2,573,248 - 2,606,028 . 2,519,059 2,249,088 2,313,001 2,170,046
Loans held for investment ... .. 7,396,475 - 7,448,389 7,304,464 3,883,039 3,913,596 3,844,944
MSRs .................... 443,688 311,777 534,672 300,539 226,834 365,046
Otherassets ................ ’ 683,213 697,356 669,062 465,046 473,382 459,294
Derivatives ........... e 106,119 91,598 169,246 72,445 67,868 104,189
Total assets ............... $13,132,388  $13,109,263  $13,089,689  $9,458,996  $9,493,236  $9,410,748
Deposits . .......oovinn... $ 4,367,400 $ 4,404,900 $ 4,335,433 $3,177.911  $3,217,410  $3,139,628
Advances from Federal Home
_Loan Bank......... PP 4,949,477 4,979,962 4,919,147 2,786,237 2,820,402 2,753,314
Other borrowings ............ 2,438,695 2,440,538 2,436,665 2,493,168 2,495,465 2,490,801
Other liabilities. ............. 156,711 . 156,800 156,599 140,853 140,897 140,741
Total liabilities ............ 11,912,283 11,982,200 11,847,844 8,598,169 8,674,174 8,524,484

Shareholders’ equity (NPV)... § 1,220,105 § 1,127,063 $ 1,241,845 $ 860,827 $ 819,062 $ 886,264

% Change from base case ... .. (7.63)% 1.78% (4.85)% 2.95%

Retained earnings of $167.5 million contributed significantly to the $359.3 million increase in the Bank’s
NPV during the year ended December 31, 2003. This increase also reflects deployment of capital primarily
through additions to the SFR mortgage held for investment portfolio. Additionally, the NPV has improved as
the Bank’s funding mix has become better matched to the related assets through the maturity and subsequent
repricing of fixed rate FHLB advances and certificates of deposit in addition to the use of liability hedging
strategies. A deposit mix more heavily weighted towards lower cost transaction accounts has also added to the
NPV. It should be noted that this analysis does not reflect changes in volumes and profits from our mortgage
banking operations that would be expected to result from the interest rate environment.

The assumptions inherent in our interest rate shock models include valuation changes in an instantaneous
and parallel rate shock and assumptions as to the degree of correlation between the hedges and hedged assets
and liabilities. These assumptions may not adequately reflect factors such as the spread-widening or spread-
tightening risk among the changes in rates on Treasury, LIBOR/swap curve and mortgages. In addition, the
sensitivity analysis described in the prior paragraph is limited by the fact that it is performed at a particular
point in time and does not incorporate other factors that would impact our financial performance in these
scenarios, such as increases in income associated with the increase in production volume that could result from
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a decrease in interest rates. Consequently, the preceding estimates should not be viewed as a forecast, and it is
reasonable to expect that actual results could vary significantly from the analyses discussed above.

The Company’s Board of Directors-level and management-level ALCOs monitor our hedging activities
to determine whether the value of our hedge positions, their correlation to the balance sheet item being
hedged, and the amounts being hedged, continue to provide effective protection against interest rate risk.
While there can be no assurances that our interest rate management strategies will be effective, we believe we
have adequate internal controls to monitor and manage our interest rate risk within reasonable levels.

CREDIT RISK AND RESERVES

The following table presents the details of our loan portfolio.
Year Ended December 31,

2003 2002 2001 2000 1999
% of % of % of % of % of
Total Total Total Total ) Total
Balance Loans Balance Loans Balance Loans Balance Loans Balance Loans
’ (Dollars in thousands)
SFR mortgage loans. . ... $ 5,587,409 557% $2,311,753 37.4% $1,168,808 23.0% $1,002,640 24.8% $ 662,095 21.4%
Land and other mortgage 126,044 1:3% 130,455 2.1% 327,100 6.4% 283,311 7.0% 191,470 6.2%
Builder construction and ’
income property loans 520,682 5.2% 546,461 8.8% 654,889 12.9% 611,745 15.1% 807,973 26.1%
Consumer construction
loans................ 1,145,526 11.4% 875,335 14.1% 725,200 14.3% 372,394 9.2% 249,618 8.0%
Total core held for . ‘ ' l
investment loans . ... 7,379,661 73.6% 3,864,004 62.4% 2,875,997 56.6% 2,270,090 56.1% 1,911,156 61.7%
Discontinued product : :
Hnes(l) ............. 69,524 0.7% 97,644 1.6% 120,360 2.4% 349,757 8.7% 570,822 18.4%
. Total held for
investment portfolio 7,449,185 74.3% 3,961,648 64.0% 2,996,357 59.0% 2,619,847 64.8% 2,481,978 80.1%
_ Total held for sale . i
portfolio . .......... 2,573,248 257% 2,227,683 36.0% 2,080,763 41.0% 1,420,772 35.2% 615,243 19.9%
100.0% $3,097,221  100.0%

Total loans....... $10,022,433  100.0% $6,189,331 100.0% $5,077,120  100.0%

$4,040,619

(1) Discontinued product lines include manufactured home loans, home improvement and warehouse

lending, which were discontinued during 1999.
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The following table summarizes our allowance for loan losses/credit discounts and non-performing assets
as of December 31, 2003.

Net Charge-Offs/

Total Reserves
Non- Net REO

Allowance . asa X
For Loan  Credit  Percentage of Performing (Gains) Losses
Type of Loan Book Value Losses  Discounts Book Value Assets 2003 2002

(Dollars in thousands)
Held for investment portfolio
SFR mortgage loans and

HELOCs ............... $ 5,587,409 $20,038 § — 036% § 12,414 $ 3,888 § 5,783
Land and other mortgage . . . . 126,044 3,167 — 2.51% 71 11 1,658
Builder construction and '

income property.......... 520,682 12,509 — 2.40% 9,704 3,268 2,584
Consumer construction . .. ... 1,145,526 9,930 — 0.87% 8,954 1,378 238

Total core held for

investment loans ....... 7,379,661 45,644 — 0.62% 31,143 8,545 10,263

Discontinued product

lines(1) .............. 69,524 7,001 — 10.07% 6,449 9271 123831
Total held for investment
portfolio ............ 7,449,185 $52,645 — 0.71% 37,592 17,816 23,094
Held for sale portfolio . . . . .. 2,587,240 13,992 0.54% 38,855 — —
Total loans ............ $10,036,425 $13,992 0.66% 76,447 $17,816 $23,094
Foreclosed assets ,
Core portfolios . ..o v v 22,325 $(2,261) $(1,777)
Discontinued product lines ........... .. . i 1,352 (27) (1,401)
Total foreclosed assets. ... 23,677 $(2,288) $(3,178)
Total non-performing assets . .......ooiiiiiii it $100,124

Total non-performing assets as a percent age of total assets ............... 0.76%
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The following table provides additional comparative data on non-performing assets.
Year Ended December 31,

Loans held for investment
Portfolio loans ~
SFR mortgage loans . .................
Land and other mortgage loans.........

Builder construction and income property
loans ........ ... il e

Consumer construction.......... e

Total core portfolio non-performing
loans .................. e

Discontinued product lines........ P '

Total porffolio non-performing loans . .
Non-performing loans held for sale .........

Total non-performing loans ..........
Foreclosed assets . ........ e e

Total non-performing assets .- ........
Total non-performing asséts to total assets ...

- Allowance for loan losses to non-performing
loans held for investment ................

2003 2002 2001 2000 1999
{Dollars in thousands)
$ 12,414 $ 15097  $ 21,354  $ 32,261  $ 49652
71 8,376 7,514 3,838 1,553
9,704 9,275 21,347 30,275 22,332
8,954 10,257 6,722 2,551 2,906
31,143 43,005 56937 68925 76,443
6,449 10,005 15,894 15,454 19,017
37,592 53,010 72,831 84,379 95,460
38,855 10,626 24,036 13,235 8,706
76,447 63,636 96,867 97614 104,166
23,677 36,526 19,372 16,265 22,323
$100,124  $100,162 $116,239 $113,879  $126,489
0.76% 1.05% 1.55% 1.98% 3.39%
140% 96% 79% 70% 56%
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The following shows the activity in the allowance for loan losses during the indicated periods:

Year Ended December 31,
2003 2002 2001 2000 1999
(Dollars in thousands)

Core portfolio loans

Balance, beginning of period ................. $41,314 § 41,770  $ 43350 $37916 $ 40,261
Provision for'loan losses . .................... 12,875 9,807 5,985 .1,114 15
Charge-offs net of recoveries <
SFR mortgage loans . ................... (3,888) (5,783) (3,073)  (1,006) (1,325)
Land and other mortgage loans........... (11) (1,658) — — (223)
Builder construction .................... " (3,268) (2,584) (3,879) (462) (260)
Consumer construction.................. (1,378) (238) (613) (212) (552)
Charge-offs net of recoveries .. ............. (8,545)  (10,263) (7,565)  (1,680) (2,360)
Balance, end of period ............. ... . ..., 45,644 41,314 41,770 43,350 . 37916
Discontinued product lines ’
Balance, beginning of period ................. 9,447 15,930 15,612 15,964 10,996
Provision for loan losses ..................... 6,825 6,348 16,037 8,860 17,458
Charge-offs net of recoveries . .............. (9,271)  (12,831)  (15,719) -~ (9,212)  (12,490)
Balance, end of period ............... e 7,001 9,447 15,930 15,612 15,964
Total allowance for loan losses ........... $52,645 $ 50,761 $ 57,700 $58,962 % 53,880
Charge-offs to average loans ................. _ 0.25% 0.45% 0.46% 0.29% 0.41%
Core portfolio loans only: : ‘ '
Charge-offs to average loans ................. 0.12% 0.20% 0.16% 0.05% 0.07%

The overall adequacy of the allowance for loan losses is based on the allowance in its entirety. The
allocation amongst the various loan products is representative of our judgments and assumptions at a specific
point in time and may be reallocated in the future based on changes in performance and other circumstances.
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Allocation of the allowance for loan- losses to each- category, and the corre spondmg percentage of the loan
category, at the dates 1ndlcated are as: follows: : “ :

‘Year Ended December 31, .
w03 - - 202 - 2001 o 2000 : 1999

% of % of % of % of . % of
Loan : B Loan . Loan Loan Loan

Balance Category Balance = Category Balance Category Balance Category Balance Category

(Dollars in thousands)
Portfolio loans: S
SFRmortgage

loans .......... $20,038 0.4% - $13,053 ' 0.6%  $11,659 . 1.0% $13,616 1.4%  $11,544 1.7%
Land and other ’ ' S ) : . L o,
- mortgage loans . . 3,167 2.5% . 2,555 2.0% 4,54] - 1.4% - 3,405 1.2% - . 3,030 1.6%
- Builder construction -
and income .
property loans ... 12,509 2.4% 15,334 2.8% 18,155 2.8% 20,584 3.4% 19,880 2.5%
Consumer '
construction loans 9,930 - 0.9%, 10:372 1.2% . 7,415 1.0% = 5,745 1.5% 3,462 1.4%
Total pohfolio : o ) . ‘ . L
loans ........ 45,644 0.6% 41,314 1.1% 41,770 1.5% 43,350 1.9% 31916 2.0% -
Discontinued product - o ‘ ‘ ‘ T
lines ............. . 17,001 10.1% 9,447 9.7% 15,930 13.2% 15612 - 4.5% 15,964 2.8%

Total allowance

for loan Idsses $52,645 0 07%  $30,761 1.3% ' $57,700 1.9% 358962  23%  $33,880 2.2%

o7

Total cred1t related reserves, 1nc1ud1ng the allowance for loan losses and the market valuations, amounted
to $66.6 million at December 31, 2003, compared to $57.7 million at December 31, 2002. The allowance for
loan losses of $52.6 million for loans held for investment at December 31, 2003 represented 0.71% of total
loans held for investment. This compares to an allowance for loan losses of $50.8 million, or 1.28% of total
loans held for investment, at December 31, 2002. Charge-offs were significantly improved during 2003, both in
our core and non-core portfolios. Total'net charge-offs of $17.8 million were down 23% relative to 2002. This
improved credit performance combined with the fact. that the substantial loan portfolio growth consists
predominantly of high quality SFR mortgage loan’s held for investment, which have low expected defaults and
loss severities, support a lower ratio of allowance to total loans. In relation to annual charge-offs, our coverage
improved year over year with the allowance representing 3.0 times annial charge-offs at December 31, 2003
compared with 2.2 times annual charge-offs at December 31, 2002.

Loans aré generally placed on non-accrual-status when they are 90 days past due. Non-performing assets
include non-performing loans and foreclosed assets. The balance of our assets acquired in foreclosure or by
deed in lieu of foreclosure is recorded at eéstimated net realizable value. Ths ratio of non-performing assets to
total assets improved to 0.76% at December 31, 2003 from 1.05% at December 31, 2002.-Total non-performing
assets were similar to amounts at December 31, 2002 at $100.1 million, however, non-performing loans
increased $12.8 million while foreclosed assets decreased $12.8 million. The decrease in foreclosed assets was
largely the result of liquidations. The increase in non-performing lodans was driven by a $28.2 million increase
in mortgage loans held for sale primarily due to the loans acquired through clean-up calls exercised during the
second half of 2003. The held for sale clean-up call non-performing loans amounted to $21.0 million at
December 31, 2003, which accounted for 54% of the total non-performing loans held for sale. Non-performing
loans held for investment decreased $15.4 million to‘$37 6 million which can be attributed to overall improved
credlt quahty, strong asset management and select sales of non- performmg loans to third partles

As master servicer for our various secuntlzatlons we retain the right to call the .securities when the
outstanding loan balance in the securitization trust declines to a specified level, typically 10%, of the original
balance. When the fair value of performing loans remaining within a securitization exceeds the expected losses
~ on non-performing loans and the cost of exercise, we will typically exercise our option to call. A portion of the
loans we acquired pursuant to clean-up.calls was delinquent or non-performing. At December 31, 2003, total
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non-performing assets acquired through clean-up calls amounted to $26.6 million, of which $21.0 million is
non-performing loans included in loans held for sale. We anticipate that approximately $440 million in loans
will be eligible for clean-up calls during 2004. Therefore, it is possible that the absolute levels of non-
performing loans held by us may increase temporarily between the time of the call exercise and the disposition
of these loans.

With respect to the portfolio of loans held for investment in IndyMac’s core businesses, the allowance for
loan losses at December 31, 2003 was $45.6 million or 0.62% of the loan balance, compared to 1.1% of the
total loan balance at December 31, 2002. The lower coverage ratio is supported by the overall asset quality
improvement in this portfolio. Non-performing loans in this portfolio decreased by $11.9 million from
$43.0 million at December 31, 2002 to $31.1 million at December 31, 2003. Included in the non-performing
loan balance at December 31, 2003 is a matured construction loan in the amount of $9.2 million. Given the
current value of the collateral and the credit of the guaranty, we do not expect to incur any losses on this loan
at this time.

With respect to IndyMac’s non-core liquidating portfolios, consisting primarily of manufactured housing
and home improvement loans, net charge-offs totaled $9.3 million for year ended 2003, down from the
$12.8 million of charge-offs on these portfolios for the year ended 2002. After provision for loan losses of
$6.8 million, the allowance for loan losses was $7.0 million, or 10.1% of the remaining principal balance of
such liquidating portfolios, compared to the 9.7% reserve coverage at December 31, 2002.

Our determination of the level of the allowance for loan losses and, correspondingly, the provision for loan
losses, is based on management’s judgments and assumptions regarding various matters, including general
economic conditions, loan portfolio composition, delinquency trends and prior loan loss experience. In
assessing the adequacy of the allowance for loan losses, management reviews the performance in the portfolios
of loans held for investment and the non-core portfolio of discontinued product lines which consists primarily
of manufactured housing loans and home improvement loans.

While we consider the allowance for loan losses to be adequate based on information currently available,
future adjustments to the allowance may be necessary due to changes in economic conditions, delinquency
levels, foreclosure rates, or loss rates. The level of our allowance for loan losses is also subject to review by our
primary federal regulator, the Office of Thrift Supervision (“OTS”). The OTS may require that our allowance
for loan losses be increased based on its evaluation of the information available to it at the time of its
examination of the Bank.

With respect to mortgage loans held for sale, we do not provide an allowance for loan losses, pursuant to
the applicable accounting rules. Instead, a component for credit risk related to loans held for sale is embedded
in the market valuation for these loans. Market valuation adjustments on loans held for sale totaled
$14.0 million at December 31, 2003.

SECONDARY MARKET. RESERVE

We do not sell loans with recourse in our loan sale activities. However, we can be required to repurchase
loans from investors when our loan sales contain individual loans that are not in conformity with the
representations and warranties we make at the time of sale. We have made significant investments in our pre-
production and post-production quality control processes to identify potential systemic issues that could cause
repurchases. We believe that these efforts have improved our production quality; however, increases in default
rates due to an economic slowdown could cause the overall rate of repurchases to remain constant or even
increase. Since inception in 1993, the Company has repurchased only a very small amount of loans from its
securitization trusts. The increase in repurchase activity in recent years has been primarily a function of
IndyMac’s diversification of its loan sale channels to whole loan and GSE sales. While sales through these
channels generate enhanced cash flows, they tend to have a greater level of representation and warranty risk.
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The following table shows the amount of loans we have repurchased from each distribution channel since the
Company began active lending operations in J anuary 1993

Amount Percentage
Repurchased  Total Sold Repurchased

(Dollars in millions)

Loans‘sold: .

GSEs and whole loans ... $86.4 $53,910 0.16%

Sécuritization trusts ........... e 8.5 44,112 0.02%
Total. ..ot .. $949  $98022  0.10%

The Company maintains secondary market reserves for losses that arise in connection 'with loans that we
are required to repurchase from whole loan sales or securitization transactions. These reserves, which totaled
$34.0' million at December 31, 2003, have two general components: reserves for repurchases arising from
representation and warranty claims, and reserves for disputes with investors and vendors with respect to
contractual obligations pertaining to mortgage operations. See further discussion on legal matters associated
with loans sold in “Note 20 — Commitments and Contingencies” included in the Company’s consolidated
financial statements incorporated herein. The table below shows the activity in the reserves during the years
ended December 31, 2003 and 2002.

2003 2002
(In thousands)
" Balance, beginning of perlod AP e TR % 37,636 $ 42956
* Additions/provisions . ....... R BT [ P 026,706 . 18,679
Claims reimbursement and estimated discounts on loans held for o .
- sale/charge-offs ............ e e e (30,342)  (23,999)
Balance, end of period. ...\ ... ... ...... P e .. $34,000 $ 37,636

Reserve levels are a function of expected losses based on actual pending claims and repurchase requests,
historical experience, loan volume and loan sales distribution channels and the assessment of probable vendor
or investor claims. While the ultimate amount of repurchases and claims is uncertain, management believes
that the reserves are adequate. We will continue to evaluate the adequacy of our reserves and may continue to
allocate a portion of its gain on -sale proceeds to these reserves going forward. The entire balances of our
secondary market reserves are included on the consolidated balance sheets as a component of other liabilities.
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OPERATING EXPENSES

General
A summary of operating expenses follows:
. : Year Ended December 31,
2003 2002 2001
‘ (In thousands)

Salaries and related.......... e $228931  $202,030  $168,961

Premises and equipment. ............... e 35,899 30,946 23,994

Loan purchase costs . ... i - 29,916 23,349 17,014

Professional services ........ e e 20,706 22,997 16,481

Data processing .. ............. e, e 36,236 20,500 16,069

Office ............vvn.. e e o0 .22925 0 18,151 15,371

Advertising and promotion:'. .. ... .. i i 26,803 13,705 10,575

Operations and sale of foreclosed assets.......... DU 4,572 1,216 2,341
COther L. PUISTUTT 18617 11,164 1,395

$424.605 $344.058  $278,201

General and administrative expenses, including salaries, increased during the year ended December 31,
2003 to $424.6 million, compared to $344.1 million during the same period in 2002. The increase was largely
driven by increases in salaries and infrastructure and technology related expenses as a result of the Company’s
significantly increased mortgage loan production and operational expansions. Mortgage loan production
increased 44% year over year, from $20.9 billion for the year ended December 31, 2002 to $30.0 billion for the
year ended -December 31, 2003. In a continuing effort to penetrate the market and gain market share, the
Company also incurred costs to expand its sales force infrastructure with dedicated resources focused on new
customer activation, customer training and support, and to improve its conversion of loan submissions to
fundings. As a result of the increased production volume and investments made in sales and customer service,
the Company’s average full-time equivalent employees increased during the year by 32%, from 2,938 during
the year ended December 31, 2002 to 3,882 during the year ended December 31, 2003. Additionally, the
Company increased its investment in direct marketing costs during 2003 to further promote its new product
offerings, subprime and HELOC products. Furthermore, during 2003 the Company made investments in data
processing costs to (1) enhance its quality controls and compliance structure to ensure continued improve-
ment in asset quality and support the growth of higher margin products; (2) strengthen its technology
platform; and (3) enhance its customer service response performance.

Despite the increase in operation expenses during 2003, our efficiency ratio has remained comparable to
2002 at 58%.

Income Taxes

Income tax provisions of $111.4 million for the year ended December 31, 2003 represented an effective
tax rate of 39%. Income tax provisions of $86.8 million for the year ended December 31, 2002 represented an
effective tax rate of 38%. Our effective tax rate for 2004 is expected to approximate that of 2003.

SHARE REPURCHASE ACTIVITIES

During the year ended December 31, 2002, we repurchased 6.2 million shares under our board-approved
stock repurchase plan. Since the inception of our share repurchase program in 1999, we have purchased
28.1 million shares, or 35% of our outstanding shares at that time, at an average price of $18.04 per share for
an aggregate investment of $506.2 million. No such repurchases were made during 2003. The Company
repurchased 24,178 shares of stocks during 2003 from certain employees and officers under the Company’s
internal benefit programs offered to employees and officers.
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At December 31, 2003, we had $62 million of remaining capacity to repurchase shares under the current
authorization from the board of directors. The Company does not currently plan to repurchase more shares in
the foreseeable future, however may later decide to repurchase shares depending on factors such as the price
of the shares and the alternative capital deployment options available at the time.

CUMULATIVE EFFECT OF A CHANGE IN ACCOUNTING PRINCIPLE

During January of 2001, we recognized a $10.2 million charge to earnings, net of taxes, which was
recorded as a cumulative effect’ of a change in accounting principle, in connection with- the adoption of
Emerging Issues Task Force Issue No. 99-20 “Recognition of Interest Income and Impairment on Certain
Investments” (“EITF 99-20"). This charge was primarily attributable to-the non-investment grade and
residual securities portfolio associated with the discontinued manufactured housing product line. We
discontinued the manufactured housing product line with dealers during- 1999, but the portfolio investments
that were retained from this product line continued to be impacted by declining trends in the industry. These
securities had previously been marked-to-market through accumulated other comprehensive income, a
separate component of shareholders’ equity. This change resulted in a $2.1 million reduction to total
shareholders’ equity. Our remaining investment in manufactured housing securities was $1.8 million at
December 31, 2003.

FUTURE OUTLOOK

On average, U.S. mortgage debt outstanding has grown approximately 7% to 8% per year over the last 2
decades and is projected, based on economic and demographic factors, to continue this level of approximate
growth. At this rate, mortgage debt outstanding roughly doubles every decade.- We believe, based on our
confidence in our employees,- hybrid thrift/mortgage banking business: model, capital strength and ability to
gain market share, that we are positioned to grow earnings per share at a compounded growth rate of
approximately 15% over the long run, or approximately double the rate of the industry. In fact, our historical
track record has exceeded this target over the last eleven years with compounded annual growth of 27% under
our current management team.

With that said, the pastthree years have been extraordinary years for the mortgage industry. Industry
mortgage production has achieved historic highs as a result of historically low interest rates, which led to
record refinancing of mortgages. The industry is in the midst of a major transition from these historic highs
back to more normalized levels. The Mortgage Bankers Association of America in its Mortgage Finance
Forecast is projecting that industry production will decline 47% in 2004. Given the significant industry
transition, IndyMac expects that its earnings per share next yeat will lag 1ts long-term growth rate and may
even decline slightly as we miake this transmon ’

In the midst of th1s significant mdustry transition, forecastlng is dlfﬁcult While there are many scenarios
that could occur, we currently forecast that 2004 earnings per share will range from $2.90 to $3.25. Following
this transition period for our industry which we expect will be largely completed by the end of 2004, we would
expect earnings per share to increase to approximately $4.00 in 2005, and continued solid EPS growth
thereafter given our historical compounded annual- EPS growth rate from December 3t, 1992 through
December 31, 2003 of 28%. This forecast does not include the potcntlal impact of the change in rate lock
accounting discussed above in “Mortgage Banking Activities.”

This “Future Outlook” section contains certain forward-looking statements, See the section of this
Form 10-K entitled “Forward-Looking Statements” for a description of factors which may cause our actual
results to differ from those antncnpated
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LIQUIDITY AND CAPITAL RESOURCES
OVERVIEW

Our principal financing needs are to fund acquisitions of mortgage loans and our investment in mortgage
loans, mortgage-backed securities and MSRs. Our primary sources of funds used to meet these financing
needs are loan sales and securitizations, advances from the Federal Home Loan Bank, deposits, other
borrowings and retained earnings. The sources used vary depending on such factors as rates paid, maturities
and the impact on our capital. Additionally, we may occasionally securitize mortgage loans that we intend to
hold for investment to lower our costs of borrowing against such assets and reduce the capital requirement
associated with such assets. At December 31, 2003, we had operating liquidity of $909.9 million, which is
represented by unpledged liquid assets on hand plus amounts that may be immediately raised through the
assets pledged as collateral pursuant to committed lines of credit. We currently believe that our liquidity level
is sufficient to satisfy our operating requirements and to meet our obligations and commitments in a timely and
cost effective manner.

PRINCIPAL SOURCES OF CASH

Loan Sales and Securitizations

Our business model relies heavily upon selling the majority of our mortgage loans shortly after
acquisition. The proceeds of these sales are a critical component of the liquidity necessary for our ongoing
operations. During the year ended December 31, 2003, we sold 86% of our funded mortgage loans through
three channels: (1) GSEs (generating $14 billion of cash proceeds); (2) private label securitizations
(generating $6 billion of cash proceeds); and (3) whole loan sales (generating $4 billion of cash proceeds).
The remainder we retained in our investment portfolio. If any of our sales channels were disrupted, our
liquidity could be negatively impacted. Disruptions in our whole loan sales and mortgage securitization
transactions can occur as a result of the performance of our existing securitizations, as well as economic events
or other factors beyond our control.

We elected to retain the remaining balance of our mortgage loans, totaling $4 billibn; for our portfolio of
mortgage loans held for investment to provide future interest income for the Company. Had we needed to
raise more cash for liquidity reasons, these loans could have been sold via one of the above mentioned
channels.

Advances from Federal Home Loan Bank

The Federal Home Loan Bank system functions as a borrowing source for regulated financial depositories
and similar institutions that are engaged in residential housing finance. As a member of the FHLB of San
Francisco, we are required to own capital stock of the FHLB and are authorized to apply for advances from
the FHLB, on a secured basis, in amounts determined by reference to available collateral.. SFR mortgage
loans, agency and AAA-rated mortgage-backed securities are the principal collateral that may be used to
secure these borrowings, although, certain other types of loans and other assets may also be accepted pursuant
to FHLB policies and statutory requirements. Currently, the Bank is approved for collateralized advances of
up to $5.6 billion, of which $4.9 billion were outstanding at December 31, 2003. The FHLB offers several
credit programs, each with its own fixed or floating interest rate, and a range of maturities.

Deposits/Retail Bank

We solicit deposits from the general public and institutions by offering a variety of accounts and rates
through our network of 10 branches in Southern California, telebanking, and internet channels. Through our
website at www.indymacbank.com, consumers can access their accounts 24-hours a day, seven days a week.
Online banking allows customers to access their accounts, view balances, transfer funds between accounts,
view transactions, download account information and pay their bills conveniently from any computer terminal.
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Included in deposits at December 31, 2003 ‘and 2002 were non-interest bearing custodial accounts
totaling $528.6 million and $497.5 million, respectively. These balances consist primarily of payments pending
remittance to investors on servicing of loans sold to Fannie Mae and Freddie Mac.

Our deposit products include regular savings accounts, demand deposit accounts, money market
accounts, certificates of deposit and individual retirement accounts. The following table sets forth the average
balance of, and the average interest rate paid on deposits, by deposit category for the years ended
December 31, 2003, 2002 and 2001.

2003 2002 2001

Amount Rate Amount Rate Amount Rate
(Dollars in thousands)

Interest-bearing checking .. ... .. $ 3819 0.92% $ 34935 125% $ 26,109 1.79%
Savings ........... ... ... 1,185,563  2.08% 521,322 2.55% 267,538 4.03%
Certificates of deposit.......... _1,938,462  3.25% 2,109,685 4.34% 1,615,512 5.42%

Total interest-bearing , <
deposits. ............... 3,162,221 2.78% 2,665,942  3.95% 1,909,159 5.17%
Noninterest-bearing checking . .. 40,534  0.00% 31,264 0.00% 18,871  0.00%
Custodial accounts ............ 694,710 0.00% 330,095 0.00% 18,723 0.00%
Total deposits ............ $3,897,465  2.26% $3,027,301  3.48% $1,946,753 5.07%

Accrued but unpaid interest on deposits included in other liabilities totaled $166,000 at December 31,
2003, $124,000 at December 31, 2002, and $413,000 at December 31, 2001.

Trust Preferred Debentures, Securities and Warrants

On November 14, 2001, we completed an offering of Warrants and Income Redeemable Equity
Securities (“WIRES”) to investors. Gross proceeds of the transaction were $175 million. The securities were
offered as units consisting of a trust preferred security, issued by a trust formed by us, and a warrant to
purchase IndyMac Bancorp’s common stock. The proceeds from the offering are used in ongoing operations
and will fund future growth and/or repurchases of IndyMac Bancorp stock under its share repurchase program
(see “Share Repurchase Activities” above). In both the months of July end December 2003, we issued an
additional $30 million of trust preferred securities, yielding 6.16% and 6.45%, respectively. The proceceds of
these securities will also be used in operations. These securities did not contain any warrants on IndyMac
- Bancorp common stock.

Upon the adoption of FASB Interpretation No. 46, Consolidation of Variable Interest Entities, an
Interpretation of Accounting Research Bulletin (ARB) No. 51, on July 1, 2003, the trusts have been
deconsolidated from the financial statements of the Company. Trust preferred debentures, representing the
liabilities due- from IndyMac Bancorp to IndyMac Capital Trusts, amounted to $183.6 million and
$117.1 million at December 31, 2003 and 2002, respectively. The increase in balance is primarily due to the
issuance of $60 million trust preferred during the second half of 2003. These debentures are included in Other
Borrowings on the consolidated balance sheets.

Other Borrowings, Excluding Trust Preferved

Other borrowings, excluding trust preferred, consist of loans and securities sold under committed
financing facilities and uncommitted agreements to repurchase, CMO collateral and notes payable. Total
other borrowings decreased to $2,438.5 million at December 31, 2003, from $2,491.7 million at December 31,
2002. The decrease of $53.3 million was the result of using funds generated from sales of loans and securities,
an increase in FHLB advances and an increase in savings deposits, instead of borrowmgs to fund mortgage
loans originated during the year ended December 31, 2003.

At December 31, 2003, we had $2.9 billion in committed financing facilities, of which $1.5 billion was
utilized and $739.3 million was available for use, based on eligible collateral. Decisions by our lenders and
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investors to make additional funds available to us in the future will depend upon a number of factors. These
include our compliance with the terms of existing credit arrangements, our financial performance, eligible
collateral, changes in our credit rating, industry and market trends in our various businesses, the general
availability and interest rates applicable to financing and investments, the lenders’ and/or investors’ own
resources and policies concerning loans and investments and the relative attractiveness of alternative
investment or lending opportunities.

The table below provides additional information related to our repurchase agreements.
Year Ended December 31,

2003 2002 2001
(Dollars in thousands)
Average balance during the year .................... $2,458,977 $1,428,685 $1,912,624
Maximum balance oﬁtstanding(l) ................... 3,223,671 2,505,230 2,110,411
Balance at December 31, ......... e 2,438,059 2,401,554 750,070
Interest rate, end of year......... ... ... ... . ... . ... 1.4% 1.7% 2.4%
Weighted average coupon rate during the year ........ 2.0% 2.0% 5.0%

(1) The maximum amount of borrowings outstanding occurred in October 2003, October 2002, and April
2001.

The following table summarizes our sources of financing as of December 31, 2003:

Committed Outstanding Maturity
Financial Institution or Instrument Financing Balances Type of Financing Date
(Dollars in millions)

Merrill Lynch ............. $1,500 $ 710 Repurchase Agreement May-05
UBS Warburg. .. .......... 250 204 Repurchase Agreement » Apr-04
Morgan Stanley ........... 750 392  Repurchase Agreement Aug-04
Greenwich Capital .......:. 300 215  Repurchase Agreement Nov-04
Bank of America .:........ 100 -~ Revolving Bank Line Feb-05

Total Borrowings ........ 2,900 1,521
Advances from Federal

Home Loan Bank........ 5,602 4935

Total Committed

Financing............. $8,502 6,456

Deposits.................. 4,351
Repurchase agreements

under uncommitted lines

ofcredit................ 918 Repurchase Agreement N/A
Trust Preferred Securities . . . 184  Trust Preferred Securities Nov-31, Jul-33, Dec-33

Total Financing ....... . $11,909 '

Our credit facilities do not have default triggers tied to our credit rating. While a change in rating would
thus not directly affect our current borrowing capacity in a material manner, it might affect our lenders’
decisions to renew credit facilities with us or it may change market perceptions and impact our trading and
loan sales activities. As of December 31, 2003, the corporate ratings assigned to both IndyMac Bancorp and
IndyMac Bank were as follows:

Standard & Poor’s Fitch, IBCA, Duff & Phelps
Outlook .......... e Stable Stable
Long term issuer credit .......... BB+ N/A
Short term issuer credit.......... B F2

“Adequate capacity to meet  “Low probability of default”
financial obligations” :
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- 4 PRINCIPAL USES OF CASH

In addition to the financing, sources discussed above, cash uses are funded by net cash flows from
operations, sales of mortgage-backed securities and principal and interest payments on loans and securities,
The amounts of net acquisitions of loans held for sale and trading securities included as components of net
cash provided by (used in) operating activities totaled $361 million during 2003 and $(951) million during
2002. Excluding the purchase and salé activity for loans held for sale and trading securities, the net cash
provided by the Company’s operating activities totaled $87 million and $38 million for the years ended
December 31, 2003 and 2002, respectively. During the third quarter 2003, the Company started to purchase
swaptions, and more caps and floors to hedge certain liabilities and servicing-related assets. The net (increase)
decrease in premiums paid for these derivative instruments totaled $(93.0) million and $23.9 million for the
years ended December 31, 2003 and 2002, respectively. The net cash provided by the Company’s operating
activities before the activities for trading securities, loans held for sale and purchase of derivative instruments
amounted to $180 million and $14.3 million for the years ended December 31, 2003 and 2002, respectively.

ACCUMULATED OTHER COMPREHENSIVE LOSS

Accumulated other comprehensive loss was ($26.5) million at December 31, 2003, compared to
($17.7) million at December 31, 2002. This change was a result of: (1) the decline in fair value of certain
interest rate swaps and swaptions designated as cash flow hedges of floating rate borrowings -and does not
include related increases in the fair value of Joans held for investment that are funded by borrowings that are
hedged by these interest rate swaps and swaptions and (2) the decline in the value of securities classified as
available for sale. Accumulated Other Comprehensive Loss is not a component of the determination of
regulatory capital.

REGULATORY CAPITAL REQUIREMEN.T S

The Bank is subject to regulatory capital regulations administered by the federal banking agencies. In
addition, as a condition to its approval of our acquisition of SGV Bancorp, Irc. in July 2000, the OTS required
that the Bank hold Tier 1 (core) capital of at least 8% of adjusted total assets for three years following the
consummation of the transaction and maintain a total risk-based capital position of at least 10% of total rigk-
weighted assets. This particular condition expired on July 1, 2003 and the Bank has committed to the OTS to
maintain total risk-based capital and Tier 1 risk-based capital (core capital minus the deduction for low-level
recourse and residual interests) equal to at least 10% and 6%, respectively, of total risk-weighted assets. As of
December 31, 2003, the Bank met all of the reqmrements of a “well-capitalized” institution under the general
regulatory cap1ta1 regulatwns

During 2001, the OTS issued guidance for subprime lending programs, which requires a. lender to
quantify the additional risks in its subprime lending activities and determine the appropriate amounts of
allowances for loan losses and capital it needs to offset those risks. During the fourth quarter of 2003, the
Company revised its approach to conform to this guidance and this revised approach was accepted by the
OTS. Whereas, in the past, subprime loans were determined based on increasing risk levels using secondary
marketing and rating agency securitization models, the revised approach now generally classifies as subprime
all loans in a first lien position with a FICO score less than 620 and all loans in a second lien position with a
FICO score less than 660. As of December 31, 2003, loans meeting this revised definition were supported by
capital equal to two times that of similar prime assets. We report our subprime loan calculation in an
addendum to the Thrift Financial Report that we file with the OTS. As of December 31, 2003, subprime loans
held for sale totaled $364.3 million as calculated for regulatory reporting purposes.
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The following table presents the Bank’s actual and required capital ratios and the minimum required
capital ratios to be categorized as “well-capitalized” at December 31, 2003. The impact of the additional risk
weighting criteria related to subprime loans had the effect of reducing IndyMac’s total risk-based capital by 66
basis points as noted in the table below.

As Reported Adjusted for
Pre-Subprime Additional Subprime Well-Capitalized
) Risk-Weighting Risk-Weighting Minimum

Capital Ratios:
Tangible. . ... ... . e 7.56% 7.56% 2.00%
Tier 1 core ... .. i 7.56% 7.56% 5.00%
Tier I risk-based. .............. ... . 12.35% 11.73% 6.00%
Total risk-based ............ ... ... . ... ... 12.95% 12.29% 10.00%

We believe that, under current regulations, the Bank will continue to meet its “‘well-capitalized”
minimum capital requirements in the foreseeable future. The Bank’s regulatory capital compliance could be
impacted, however, by a number of factors, such as changes to applicable regulations, adverse action by our
regulators, changes in the our mix of assets, interest rate fluctuations, loan loss provisions and credit losses, or
significant changes in the economy in areas where we have most of our loans. Any of these factors could cause
our actual future results to vary from anticipated future results and consequently could have an adverse impact
on the ability of the Bank to meet its future minimum capital requirements. See “Item 1. Business —
Regulation and Supervision™ for additional discussion of capital requirements.

OFF-BALANCE SHEET ARRANGEMENTS

We are party to various transactions that have off-balance sheet components. In connection with loan
sales that are securitization transactions, there are $21.9 billion in loans owned by off-balance sheet trusts as of
December 31, 2003. The trusts have issued bonds secured by these loans. We have no obligation to provide
funding support to either the third party investors or the off-balance sheet trusts. The third party investors or
the trusts generally have no recourse to our assets or us and have no ability to require us to repurchase their
loans other than for non-credit-related recourse that can arise under standard representations and warranties.

We often retain certain interests, which may include subordinated classes of securities, MSRs,
AAA-rated and agency interest-only strips and residual securities in the securitization trust. The performance
of the loans in the trusts will impact our ability to realize the current estimated fair value of these assets that
are included on our balance sheet.

AGGREGATE CONTRACTUAL OBLIGATIONS

The following table summarizes our material contractual obligations as of December 31, 2003. The
payment amounts represent those amounts contractually due to the recipient and do not include any
unamortized premiums or discounts, hedge basis adjustments, or other similar carrying value adjustments.
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Further discussion of the nature of each obligation is included in the referenced note to the consolidated
financial statements. ' ‘

Payment Due

. January 1, 2004 January 1, 2005 January 1, 2007
Note through . through through After
Reference: December 31, 2004 December 31, 2006 December 31, 2008 December 31, 2008 Total

(In thousands)

Deposits without a

stated maturity ..... 9 $1,599,885 $ — $ — $ — $ 1,599,885
Custodial Accounts and

Certificates of

Deposits . .......... 9 2,171,316 559,504 20,058 — 2,750,888
FHLB Advances ...... 10 - 3,679,911 985,000 270,000 [ 4,934,911
Repurchase Agreements 11 2,438,245 ‘ — — — 2,438,245
CMO's ..o T — - — 206 206
Trust Preferred .., .. .. 11 — . —_ o 183,643 183,643
Accrued Interest ‘ - ) . i ‘

Payable........ L. — 19,614 — — — 19.614
Deferred Compensation — — v — — 20,737 20,737
Operating Leases. ... .. 20 11,291 20,286 15,679 7,269 54,525
Purchase Obligations . . — 7,497 12,163 C 1707 — 21,380

Total ................ $9,927,759 $1,576,953 $307,467 $211,855 $12,024,034

A schedﬁle of significant commitments at December 31, 2003 follows:

Payment Due
(Dollars in thousands)

Investment portfolio commitments to:

Purchase loans pursuant to an exercise cleanup calls................. $203,529
Undisbursed loan commitments: ;

Builder construction. ........... i e 474,028

Consumer construction ........... PR T 897,554

HELOGCs. ... i, P - 477,719
Letters of credit . ........................ S 16,507

Additionally, in connection with standard representations and warranties on loan sales and securitizations,
we are occasionally required to repurchase loans or make certain payments to settle breaches of these
representations and warranties. From inception of our active mortgage banking operations on January 1, 1993
through December 31, 2003, we have sold $98.0 billion in loans, and repurchased $94.9 million loans, or 0.10%
of total loans sold. To provide for probable future losses related to loans sold, we have established a reserve
based on éstimated losses on actual pending claims and repurchase requests, historical experience, loan sales
volume and loan sale distribution channels, which is included in other liabilities in the consolidated balance
sheets. The balance in this reserve totaled $34.0 million at December 31, 2003. See the caption “Secondary
Market Reserve” above for further information.

RISK FACTORS THAT MAY AFFECT FUTURE RESULTS
INTEREST RATE RISK
Asset/Liability Management

Due to the characteristics of our financial assets and liabilities and the nature of our business activities,
our liquidity, financial position and results of operations may be materially affected by changes in interest rates
in various ways. The objective of our hedging strategies is to mitigate the impact of interest rate changes, on an
economic-and-accounting basis, on the NPV of our balance sheet. We invest in MSRs and AAA-rated and
agency interest-only securities to generate core interest income. The valve of these instruments and the
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income they provide tends to be counter-cyclical to the changes in production volumes and gain on sale of
loans that result from changes in interest rates. We also purchase derivative instruments to hedge our
mortgage pipeline, MSRs and AAA-rated and agency interest-only securities to guard against losses resulting
from increased prepayments in declining interest rate environments. The overall effectiveness of these hedging
strategies is subject to market conditions, the quality of our execution, the accuracy of our asset valuation
assumptions and other sources of interest rate risk discussed further below.

Mortgage Loans Held for Sale

We hedge the risks associated with our mortgage pipeline. The mortgage pipeline consists of our
commitments to purchase mortgage loans (“rate locks”) and funded mortgage loans that will be sold in the
secondary market. The risk associated with the mortgage pipeline is that interest rates will fluctuate between
the time we commit to purchase a loan at a pre-determined price, or the custoruer locks in the interest rate on
a loan, and the time we sell or commit to sell the mortgage loan. These commitments are recorded net of the
anticipated loan funding probability, or fallout factor. Generally speaking, if interest rates increase, the value
of an unhedged mortgage pipeline decreases, and gain on sale margins are adversely impacted. Typically, we
hedge the risk of overall changes in fair value of loans held for sale by either entering into a forward loan sale
agreement or selling forward Fannie Mae or Freddie Mac MBS to hedge loan commitments and to create fair
value hedges against the funded loan portfolios.

During the fourth quarter of 2003, the SEC announced its intention to issue accounting guidance
requiring that rate lock commitments be treated as written options. This guidance, if issued, would change the
timing of the Company’s recognition of gain on sale revenue. Had the guidance been applied during the fourth
quarter of 2003, the revenue related to the fair value of rate locks granted during the quarter would not have
been recognized until the related loans were sold. This amount is estimated to be roughly 50% of total
quarterly gain on sale revenue. Since the time between rate lock and loan sale is typically less than 90 days,
this revenue would likely be recognized in the following quarter.

The SEC guidance is currently expected to be implemented as of April 1, 2004. This implementation is
expected to have a one-time negative impact on gain on sale revenues in the quarter implemented, but effects
only the timing of revenue recognition, generally by one quarter or less, not the ultimate amount of revenue
recognized over time.

See further discussion above under the caption “Mortgage Banking Activities” in “Item 1. Business.”

AAA-Rated and Agency Interest-Only Securities and Mortgage Servicing Rights

The primary risk associated with AAA-rated and agency interest-only securities and MSRs is that they
will lose a substantial portion of their value as a result of higher than anticipated prepayments occasioned by
declining interest rates. Conversely, these assets generally increase in value in a rising rate environment. As of
December 31, 2003, we held $146.2 million of AAA-rated and agency interest-only securities and $443.7 mil-
lion of MSRs.

To hedge changes in the value of our AAA-rated and agency interest-only securities portfolio and MSRs,
we generally use a combination of several financial instruments, including but not limited to, buying and/or
selling mortgage-backed or U.S. Treasury securities, futures, floors, swaps, or options. In managing the
composition of our hedge position, we consider a number of factors including, but not limited to, the
characteristics of the mortgage loans supporting the hedged assets, market conditions, the cost of alternate
hedges, and internal and regulatory risk tolerances for interest rate sensitivity. We use hedging instruments to
reduce our exposure to interest rate risk, rather than to speculate on the direction of market interest rates.
These hedging strategies are highly susceptible to prepayment risk, basis risk, market volatility and changes in
the shape of the yield curve among other factors as described below. While our hedging strategies have been
generally effective, there can be no assurance that these strategies will succeed under any particular interest
rate scenario.
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Other Securities

Certain financial instruments that we invest in tend to decrease in value as interest rates increase and tend
to increase in value as interest rates decline. These in¢lude fixed rate investment grade and non-investment
grade mortgage -backed and asset- backed securities, principal-only securities and US. Treasury ‘bonds. The
principal-only securities and U.S. Treasury bonds generally act as hedges to our servicing-related assets. To a
lesser extent, mortgage securities supported by adjustable rate mortgage loans may change in value as interest
rates change, if the: timing or absolute level of interest rate adjustments on the underlying loans do not
correspond to applicable changes in market interest rates. While such mortgage-backed securities are highly
rated instruments from a credit standpoint, these securities are considered complex mortgage securities
because .actual future cash ﬁows may vary from expected cash flows primarily due to borrower: prepayment
behavior. =

Saurces of Interest Rate Hedgmg Risk

We seek to mmgate our interest rate risks through the various hedging strategies described above.
However, there can be no assurance that these strategies (including assumptions concerning the correlation
thought to exist between different types of instruments) or their implementation will be successful in any
particular interest rate environment, as market volatility cannot be predicted. The following are the primary
sources of risk that we must manage in our hedging strategies.

Basis Risk. In connection with our interest rate risk management, basis risk is most prevalent in our
hedging activities, in that the change in value of hedges may not equal or completely offset the change in value
of the financial asset or liability being hedged. While we choose hedges we believe will correlate effectively
with the hedged asset or liability under a variety of market conditions, “perfect” hedges are not available for
the assets or liabilities we attempt to hedge. For example, we hedge our pipeline of non-conforming mortgage
loans with forward commitments to sell Fannie Mae or Freddie Mac securities of comparable maturities and
weighted average interest rates. However, our non-conforming mortgage loans typically trade at a discount (or
require an incremental yield spread) relative to conforming GSE collateral, due to the higher perceived ratings
of Fannie Mae or Freddie Mac obligations. In certain interest rate environments, the relative price movement
of the non-conforming mortgage loans and the agency securities may differ, as the market may require a larger
or smaller discount for the non-conforming loans. Consequently, the change in value of the non-conforming
mortgage loan (the hedged asset), which is a function of the size of the discount, is typically not perfectly
correlated with the change in value of the Fanme Mae.or Freddle Mac securities sold (the hedge) resultmg in
basis risk..

To hedge our MSRs and AAA-rated and agency interest- only securities, whlch are pnmanly backed by
non-conforming mortgage loan collateral, we use a combination of LIBOR./swap-based options, treasury and
agency futures and private-label mortgage-backed securities. As there are no hedge instruments which would
be perfectly correlated with these hedged assets, we use the above instruments because we believe they
generally correlate well with the hedged assets. Further, we make assumptions in our financial models as to
how LIBOR/swap, treasury, agency and private-label mortgage rates will change in relation to one another.
From time to time, in certain interest rate environments, the relative movement of these different interest rates
and the corresponding change in value of the applicable hedge instruments do not change as we anticipate,
resulting in an imperfect correlation between the values of the hedges and the hedged assets.

Options Risk. An option provides the holder the right, but not the obligation, to buy, sell, or in some
manner alter the cash flows of an instrument or financial contract. Options may be stand-alone instruments
such as exchange-traded options and over-the-counter contracts, or they may be embedded within standard
instruments. Instruments with embedded options include bonds and notes with call or put provisions, loans
that give borrowers the right to prepay balances, and adjustable rate loans with interest rate caps or floors that

" limit the amount by which the rate may adjust. Loans that give borrowers the right to prepay balances present
the most significant option risk that we must.manage.

‘ Repricing Risk. Repricing risks arise from. the timing difference in the maturity and/or repricing of
assets, liabilities and off-balance sheet positions. While such repricing mismatches are fundamental to our
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business, they can expose us to fluctuations in income and economic value as interest rates vary. For example,
if a long-term, fixed-rate loan is funded with a short-term deposit, future net interest income would be
susceptible to a decline as interest rates increase. This decline would occur because the interest income from
the loan is fixed, while the interest paid on the deposit will be reset each time the deposit matures. We monitor
and manage repricing risk using NPV analyses conforming to regulatory requirements within certain risk
tolerances. This internal risk management process, however, does not eliminate repricing risk.

Yield Curve Risk. The value of certain loans, securities and hedges we hold is based on a number of
factors, including the shape or slope of the appropriate yield curve, as the market values financial assets and
hedge instruments based on expectations for interest rates in the future. Yield curves typically reflect the
market’s expectations for future interest rates. In valuing our assets and related hedge instruments, in
formulating our hedging strategies and in evaluating the interest rate sensitivity for risk management purposes,
our models use market yield curves, which are constantly changing. If the shape or slope of the market yield
curves change unexpectedly, the market values of our assets and related hedges may be negatively impacted
and/or changes in the value of the hedges may not be effectively correlated with the changes in the value of
the hedged assets or liabilities.

VALUATION RISK
General

We hold assets in our investment portfolio that we create in connection with the sale or securitization of
mortgage loans. These assets include AAA-rated and agency interest-only securities, MSRs, non-investment
grade securities and residuals. In addition, from time to time, we may acquire these types of securities from
third party issuers. These assets represented 5% of total assets and 69% of total equity at December 31, 2003.
We value them with complex financial models that incorporate significant assumptions and judgments, which
could vary significantly as market conditions change.

Modeling Risk

We use third party vendor financial models to value each of the asset types referred to above. These
models are complex and use asset specific collateral data and market inputs for interest rates. While this level
of complexity of our valuation models can result in more precise valuations, increased hedging effectiveness
and improved risk management practices, the increased complexity must be managed to ensure, among other
things, that the models are properly calibrated, the assumptions are reasonable, the mathematical relationships
used in the model are predictive and remain so over time, and the data and structure of the assets and hedges
being modeled are properly input. '

The modeling requirements of MSRs and residual securities are significantly more complex than those of
AAA-rated and agency interest-only securities. This is because of the high number of variables that drive cash
flows associated with MSRs (including, among others, escrow balances, reinvestment rates, defaults and the
cost to service mortgage loans) and the complex cash flow structures, which may differ on each securitization,
that determine the value of residual securities. To mitigate this risk, we maintain significant internal oversight
of the valuation process. In addition, we have our models or valuations independently assessed by third party
specialists. We will continue to obtain such independent assessments on a quarterly basis to address this risk.

Assumption Risk

Even if the general accuracy of the valuation model is validated, valuations are highly dependent upon the
reasonableness of our assumptions and the predictability of the relationships which drive the results of the
model. Such assumpticns are complex as we must make judgments about the effect of matters that are
inherently uncertain. As the number of variables and assumptions- affecting the possible future resolution of
the uncertainties increases, those judgments become even more complex.

In volatile markets like we experienced in 2003, there is increased risk that our actual results may be
significantly different than those results derived from using our assumptions. As the time: period over which
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the uncertainty will be resolved increases, those.estimates will likely change over a greater number of periods,
potentially adding further volatility to the model results. For example, assumptions regarding prepayment
speeds and loan loss levels are used in estimating values of certain assets. If loans prepay faster than estimated,
or loan loss levels are higher than anticipated, we.may-be required to write down the value of such assets.
While we build in discounting factors to our assumptions and implement’ hedging strategies to mitigate the
change in interest rates which drive the change in prepayment rates, asset write downs and write ups typically
occur over the lives of the assets. This occurs because actual prepayments and losses are driven by borrower
behavior, which cannot always be precisely predicted.

The above assumptions are just a few examples of assumptions incorporated into our valuations.
Whenever active ‘markets exist to provide relevant informatior, we use third, party valuations and related
assumptions determined from trading activity or market analysis. Our valuations are also subject to extensive
review procedures, including a management-level ALCO, a Board of Directors-level ALCO and external
auditors: We also .validate the overall valuation through third party reviews as-discussed above. Further
discussion of how we form our assumptlons is included under “Critical Accounting Policies and Judgments”
below. ; : :

CREDIT RISK
Generai

We have assumed a degree of credit risk in connection with our investments in-certain mortgage
securities and loans held for investment and sale, as well as in connection with our construction lending
operations and our mortgage banking activities. We have established risk management and credit committees
to manage our exposure to credit losses in each of these business operations. We have also established a
central credit risk management committee to monitor the adequacy of loan loss reserves for our lending
products and the valuation of credit sensitive securities. The central credit risk management committee
implements changes that seek to balance our credit risk with our production, pricing and profitability goals.

" Mortgage Loans™

We have two principal underwriting methods designed to be responswe to the needs of our mortgage loan
customers: traditional underwriting and e- MITS underwriting. In 2003, we generated 72% of our mortgage
loans through the e-MITS underwriting process. Through the traditional underwriting method, customers
submit mortgage loans that are underwritten by us in accordance with our guidelines prior to purchase. As
discussed above under the caption “Mortgage Banking Activities” in ‘“ltem 1. Business,” e-MITS is our
automated, Internet-based underwriting and risk-based pricing system. e-MITS enables us to more accurately
estimate expected-credit loss, interést rate risk and prepayment risk, so that we can acquire loans at prices that
more accurately reflect these risks. Risk-based pricing is based on a number of borrower and loan
characteristics, including, among other loan variables, credit score, occupancy, documentation type purpose,
loan-to-value ratio and-prepayment assumptions based on an analysis of interest rates.

Because our risk-based pricing models, including the risk-based pricing models utilized in €-MITS, are
based primarily on standard industry loan loss data supplemented by our historical loan. loss data and
proprietary logic developed by us, and because the models cannot predict the effect of financial market and
other economic performance factors, there are no assurances that our risk-based pncmg models are a complete :
and accurate reflection of the nsks assoc1ated with our loan products

We are also subject to fraud and comphance risk in connection with the, purchase or origination of
mortgage loans. Fraud risk includes the risk of intentional misstatement of information in property appraisals
or other underwriting documentation. This risk is typically higher in the acquisition.of a loan from a third party
seller. Compliance risk is the risk that loans are not orlgmated in compliance with applicable laws and
regulations, and to our standards

We mitigate fraud risk through a number: of controls, 1ncludmg credlt checks and reference checks to
validate loan quality and annual recertification of our third-party sellers.. We address compliance risk with a
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quality control program through which we monitor the completeness of loan files throughout several stages of
the loan process and identify corrective actions to be taken either by our third-party sellers or in-house
origination staff. Lastly, we perform ongoing quality control reviews to ensure that purchased loans meet our
quality standards. We also have the ability to require our broker or seller counterparties to repurchase loans for
representation and warranty breaches. However, there is no guarantee the broker or seller counterparty will
have the financial capability to repurchase the loans ‘

Loan Sales and Qualzfymg Special Purpose Entities -

Loan sales and securitization transactions comprise a significant source of our overall funding. Our sales
channels include whole loan sales, sales to GSEs and private-label securitizations. Private-label securitizations
involve transfers of loans to off-balance sheet qualifying special purpose entities. In some transactions, we have
retained a relatively small interest in securities issued by the qualifying special purpose entity. Pursuant to
SFAS 140, “Accounting for Transfers and Servicing of Financial Assets and Extinguishments of Liabilities,”
the assets and liabilities of the qualifying special purpose entities are not consolidated with our financial
statements as these entities meet the legal isolation criteria in SFAS 140,

We retain limited credit exposure from the sale of mortgage loans. We make standard representations and
warranties to the transferee in connection with all such dispositions. These representations and warranties do
not assure against credit risk associated with the transferred loans, but if individual mortgage loans are found
not to have fully complied with the associated representations and warranties, we may be required to
repurchase the loans from the transferee or we may make payments to settle such breaches of these
representations and warranties. We have established a reserve for losses that arise in connection with
representations and warranties for loans sold. This secondary market reserve is included on the consolidated
balance sheets in other liabilities.

We occasionally retain non-investment grade securities and residuals that are created in a mortgage loan
securitization. Residuals represent the first loss position and are not typically rated by a nationally recognized
rating agency. Non-investment grade securities (rated below BBB) may or may not represent the second loss
position, depending on the rating, but are typically subject to a disproportionate amount of the credit risk. See
further discussion below under “Securities Portfolio.”

See “Note 13 — Transfers and Servicing of Financial Assets” in the accompanying notes to the
consolidated financial statements for further disclosure of credit exposure associated with securitizations.

Securities Portfolio

We have assumed a certain degree of credit risk in connection with our investments in investment-and
non-investment grade mortgage-backed securities and residual securities. These securities may be purchased
from third party issuers or retained from our own securitization transactions. In general, non-investment grade
securities bear losses prior to the more senior investment grade securities. These securities therefore bear a
disproportionate amount of the credit risk with respect to the underlying collateral. With regard to retained
non-investment grade and residual securities, a fair value is calculated and assigned to these securities and
(a) this value is reflected in the gain or (loss) on sale realized from the disposition of the mortgage loans and
(b) the securities are initially reflected at this value on our balance sheet and subsequently adjusted to reflect
the changes in fair value. The ultimate value of the security may be more or less than the initial calculated and
assigned value depending upon the credit performance, among other assumptions, of the mortgage loans
collateralizing the securities. The fair valué of the security may change from time to time based upon actual
default and loss experience of the collateral pool, actual and projected prepayment rates, economic trends and
other variables. Our non-investment grade securities and residual portfolio of $70.2 million represented less
than 1% of total assets and 6% of shareholders’ equity at December 31, 2003. :

Non-investment grade securities represent leveraged credit risk as they absorb a disproportionate share of
credit risk as compared to investment grade securities. These securities are recorded on our books net of
discount that is based upon, among other things, the .estimated credit losses, expected prepayments, as
estimated by internal loss models ‘and/or perceived by the market, and the coupons, associated with these
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securities. Our non-investment grade securities were recorded at a discount of $13.6 million to the securities’
face value and represented 54% of the face value of these securities at December 31, 2003. The adequacy of
this discount is dependent upon how accurate our estimate is of both the amount and timing of the cash flows
paid to the non-investment grade securities, which is primarily based upon our estimate of the amount and
timing of credit losses and prepayments on the underlying loan collaterzl.

Residual securities possess a greater degree of risk because they are relatively illiquid, represent the first
loss position and require a higher reliance on financial models in determining their fair value. At December 31,
2003, our investment in residual securities totaled $58.3 million, which represented less than 1% of total assets
and 5% of total shareholders’ equity. Realization of this fair value is dependent upon the discount rate used
and the accuracy of our estimate of both the amount and timing of the cash flows paid to the residual
securities, which are based primarily on our estimate of the amount and timing of credit losses on the
underlying loan collateral-and to a lesser extent prepayment rates on the underlying loan collateral.

Counterparty Risk

In connection with our trading and hedging activities, we do business only with counterparties that we
believe are established and sufficiently capitalized. In addition, with respect to hedging activities on the
pipeline of mortgage loans held for sale, we enter into “master netting” agreements with an independent
clearinghouse known as MBSCC. This entity collects and pays daily margin deposits to reduce the risk
associated with counterparty credit quality. We do not engage in any foreign currency trading. All interest rate
hedge contracts are with entities (including their subsidiaries) that are approved by a committee of our Board
of Directors and that generally must have a long term credit rating of “A” or better (by one or more nationally
recognized credit rating agencies) at the time the relevant contract is consummated. Accordingly, we do not
believe that we are exposed to more than a nominal amount of counterparty risk associated with our trading
and hedging activities. ' '

Builder Construction Loan Risk

. The primary credit risks associated with -builder construction lending are underwriting, project risks and
market risks. Project risks include cost overruns, borrower credit risk, project completion risk, general
contractor credit risk, and environmental and other hazard risks. Market risks are risks associated with the sale
of the completed residential units. They include affordability risk, which is the risk of affordability of financing
by borrowers in a rising interest rate environment, product design risk, and risks posed by competing projects.

We attempt to mitigate some of these risks through the management and credit committee review
process and utilization of independent experts in the areas -of environmental reviews and project market
appraisals; however, there can be no assurance that this review process will fully mitigate the foregoing risks.
In our experience, absorption rates of new single-family homes have been good in markets served by us.
However, it is unclear whether the economic cycle in certain geographic markets has peaked, which may have
an impact on new loans generation or timely payoff of existing loans. We employ geographic concentration
limits and borrower concentration limits for builder construction lending, which are intended to mitigate some
of the effects of a slowing economic cycle in some areas. Also, the majority of our builder construction lending
commitments have personal or corporate guarantees.

LIQUIDITY RISK

General

Our principal financing needs are to fund our acquisition of morigage loans and our investment in
mortgage loans and mortgage-backed securities. Our primary sources of funds to meet these financing needs
include loan sales and securitizations, deposits, advances from the FHLB, committed borrowings and capital.
Our ability to attract and maintain deposits and control our cost of funds has been, and will .continue to be,
significantly affected by market conditions.
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Our ability to maintain our borrowing facilities is subject to the renewal of those facilities. Decisions by
our lenders and investors to make additional funds available to us in the future will depend upon a number of
factors. These include our compliance with the terms of existing credit arrangements, our financial
performance and changes in our credit rating, industry and market trends in our various businesses, the general
availability of, and rates applicable to, financing and investments, these lenders’ and/or investors’ own
resources and policies concerning loans and investments, and the relative attractiveness of alternative
investment or lending opportunities.

We are in compliance with all debt covenants and other terms of our credit arrangements. Such
arrangements include traditional terms and restrictions. For example, each of our collateralized borrowing
facilities permits the lender or lenders there under to require us to repay amounts outstanding and/or pledge
additional assets in the event that the value of the pledged collateral declines due to changes in market interest
rates. We utilize operating liquidity to cover potential changes in value of pledged assets. While there are no
guarantees as to the market conditions that may affect our performance, based on current market conditions,
we do not expect to fall out of compliance with the terms of our credit arrangements.

Loan Sales and Securitizations

Our business model relies heavily upon the ability to sell the majority of the mortgage loans that we
acquire within a short period after origination. The proceeds of these sales are a critical component of the
liquidity necessary for our ongoing operations.

The key channels through which we sell mortgage loans are bulk sales of loan pools to GSEs that then
securitize the loan pools in their own names, sales on a whole loan basis and the private securitization of loan
pools, whereby the loans are sold to securitization trusts. In 2003, sales to GSEs were 60% of our total loan
sales, whole loan sales were 16%, and private securitizations were 24%, respectively. We have ready access to
all three of these distribution channels at this time; however, a disruption in this access could negatively
impact our liquidity position and our ability to execute on our business plan. The secondary mortgage market
is generally a very liquid market with continuing demand for mortgage-backed security issuances. If a
temporary disruption to this market did occur, our depository structure provides us with the limited ability to
hold mortgage loans on our balance sheet, somewhat mitigating this risk. In addition, we have substantial
liquidity resources — $909.9 million as of December 31, 2003 — and the ability to raise additional funding.
However at our current production levels, if the disruption were to last for more than a month or two, we
would have to radically restructure our business to slow volume and would have difficulty sustaining our
earnings performance as a significant portion of our earnings depend on our ability to sell our mortgage
production.

In connection with our private-label securitizations, we do not provide contractual legal recourse beyond
standard representations and warranties to third party investors that purchase securities issued by the QSPEs
beyond the credit enhancement inherent in any retained subordinated interest (i.e., retained non-investment
grade and residual securities). A deterioration in the performance of our private-label securities could
adversely impact the availability and pricing of future transactions.

CYCLICAL INDUSTRY

The mortgage industry is a cyclical business that generally performs better in a low interest rate
environment such as the current one. The environment of historically low interest rates over the past three
years has been very favorable for mortgage bankers such as us. As the industry transitions to a higher interest
rate environment, the demand for mortgage loans is expected to decrease, which would cause a lower level of
growth, or even a reduction, in earnings per share, in the short run. In addition, other external factors,
including tax laws, the strength of various segments of the economy and demographics of our lending markets,
could influence the level of demand for mortgage loans. Gain on sale of loans is a large component of our
revenue and would be adversely impacted by a significant decrease in our mortgage loan volume. We have
grown our investment in mortgage loans during 2003 to provide a level of core net interest income in an effort
to mitigate the cyclicality.

76




'COMPETITION

We face significant competition’in-acquiring and selling loans. In our mortgage banking operations, we
compete with other mortgage bankers, GSEs, established: third party lerding programs, investment banking
firms, banks, savings and loan associations, and other lenders and entities purchasing mortgage assets. With
regard to mortgage-backed securities issued through our mortgage banking operations, we face competition
from other investment opportunities available. to prospective investors. We estimate our market share of the
U.S. mortgage market to be approx1mately 1%. A number of our competitors have significantly larger market
share and financial resources. We seek to compete ‘with financial institutions and. mortgage companies through
an emphasis on quality of service, diversified products and maximum use of technology.

The GSEs have made and we believe will continue to make significant technological and economic
advances to broaden their customer bases. When the GSEs contract or expand, there are both positive and
negative impacts on our mortgage banking lending operations. As GSEs expand, additional liquidity is brought
to the market, and loan- products can be resold more quickly. Conversely, expanding GSEs increase
competition for loans, which may reduce profit margins on loan sales. We seek to address these competitive
pressures by making a strong effort to maximize our use of technology, by diversifying into other residential
mortgage products that are less affected by GSEs, and by operating in a more cost- etTectlve manner than our
competitors.

LAWS AND REGULATIONS

The banking industry in general is extensively regulated at the federal and state levels. Insured depository
institutions and their holding companies are subject to comprehensive regulatibn and supervision by financial
regulatory authorities covering all-aspects of their organization, mariagement and operations. The OTS and the
FDIC are primarily responsible for the federal regulation and supervision of the Bank and its affiliated entities.
In addition to their regulatory powers, these two agencies also have significant enforcement authority that they
can use to address unsafe and unsound banking practices, violations of laws, and capital and operational
deficiencies. Enforcement powers can be exercised In a number of ways, through cither formal .or informal
actions. Informal enforcement actions customarily remain confidential between the regulator and the financial
institution, while more formal enforcement actions are customarily publicly disclosed. Further, the Bank’s
operations are subject to regulatlon at the state level, including a variety of consumer protection provisions.
Banking institutions also are affected by the various monetary and fiscal policies of the U.S. _government,
including those of the Federal Reserve Bo'ard and these policies can influence ﬁnanc1al‘regu1atory actions.
Accordingly, the actions of those governmental authorities responsible for regulatory, fiscal and _monetary
affairs can have a significant impact on the activities of financial services firms such as ours. See further
information in “Item 1. Busmess — Regulation and Supervision.”"

The Company s financial condmon and results of operatlons are reported in accordance with US GAAP.
While not impacting economic results, future changes in accounting principles issued by the Financial
Accounting Standards Board could impact our operational results as reported under US GAAP.

Addltlonally, political conditions could impact the Company’s earnings. "Acts or threats of war or
terrorism, as well as actions taken by the U.S. or other governments in response to such acts or threats, could
impact business and economic condmons in which the Company operates.

GEOGRAPHIC CONCENT RATION

A majority of our loans are geographically concentrated in certain states, mcluchng California, New York
Florida and New Jersey with 61% of our loan receivable balance at Decernber 31, 2003 being in California.
Any adverse economic conditions in these markets could cause the number of loans acquired to decrease,
likely resulting in a corresponding decline in revenues. Also, we could be adversely affected by business
disruptions triggered by natural disasters or acts of war or terrorism in these geographic areas.
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BUSINESS EXECUTION AND TECHNOLOGY RISK

Our business performance is highly dependent on solidly executing our mortgage banking business model.
We must properly price and continue to expand our products, customer base and market share. In addition,
the execution of our hedging activities is critical as we have significant exposure to changes in interest rates.

We are highly dependent on the use of technology in all areas of our business and we must take advantage
of advances in technology to stay competitive. There are no guarantees as to our degree of success in
anticipating and taking advantage of technological advances or that we will be more successful in the use of
technology than our competitors. ‘

CRITICAL ACCOUNTING POLICIES AND JUDGMENTS

Several of the critical accounting policies that are very important to the portrayal of our financial
condition and results of operations require management to make difficult and complex judgments that rely on
estimates about the effect of matters that are inherently uncertain due to the impact of changing market
conditions and/or consumer behavior. We believe our most critical accounting policies relate to (1) assets that
are highly dependent on internal valuation models and assumptions rather than market quotations, including,
AAA-rated and agency interest-only securities, MSRs and non-investment grade securities and residuals,
(2) derivatives and other hedging instruments, (3) our allowance for loan losses (“ALL”) and (4) our
secondary market reserve.

With the exception of the ALL, these items are generally created in connection with our loan sale and
securitization process. The allocated cost of the retained asseis at the time of the sale is recorded as a
component of the net gain on sale ‘of loans. We recognized a total of $387 million in gain on sale of loans
during the year ended December 31, 2003. A component of this gain was $386 million of fair value of such
retained assets.-Such retained assets were comprised primarily of MSRs (75%) and, to a much lesser degree,
AAA-rated and agency interest-only securities and investment grade securities and residual securities.

“There is a risk that at times we might not satisfy the requirements for fair value hedge accounting under
SFAS No. 133, “Accounting for Derivative Instruments and Hedging Activities,” as amended, for a portion of
our loans held for sale because we do not meet the required complex hedge correlation tests. This could cause
temporary fluctuations in our reported income but not in the ultimate economic results. The fluctuation in our
reported income if hedge accounting is not achieved would be over a very short period as we sold our mortgage
loans on average in 50 days during 2003 and the economic effect of both the hedges and loans would be
recorded once the sale was completed. In addition, any imprecision in valuation of these items would be
adjusted and recorded in a short period through our gain on sale margin once the sale of the loans was
completed.

Fair values for these assets are determined by using available market information, historical performance
of the assets underlying collateral and internal valuation models as appropriate. The reasonableness of fair
values will vary depending upon the availability of third party market information, which is a function of the
market liquidity of the asset being valued. In connection with our mortgage banking and investment portfolio
operations, we invest in assets created from the loan sale and securitization process, for which markets are
relatively limited and illiquid. As a result, the valuation of these assets is subject to our assumptions about
future events rather than market quotations. These assets include AAA-rated and agency interest-only
securities, MSRs, non-investment grade securities and residuals. As the number of variables and assumptions
used to estimate fair value increases and as the time period increases over which the estimates are made, such
estimates will likely change in a greater number of periods, potentially adding volatility to our valuations and
financial results. For further information regarding the sensitivity of the fair value of these assets to changes in
the underlying assumptions, refer to “Note 13 — Transfers and Servicing of Financial Assets” in the
accompanying consolidated financial statements of the Company.
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AAA-RATED AND AGENCY INTEREST-ONLY SECURITIES

. AAA-rated interest-only securities are created upon the sale of loans through private-label securitizations
or, to a much lesser degree, purchased from third party issuers. Agency interest-only strips are created through
the bifurcation of the servicing fee we retain to service loans sold to one of the GSE. Under the agreement
with the GSE, the contractual servicing fee is separated into a base servicing fee of 25 basis points (the base
servicing fee) and an excess yield strips for amounts above the base servicing fee. The cash flows from the
excess yield strips are not dependent upon the continued servicing of the underlying loans by us. The asset
value of AAA-rated and agency interest-only securities represents the present value of the estimated future
cash flows to be received from the excess spread. Future cash flows are estimated by taking the coupon rate of
the loans collateralizing the transaction less the interest rate (coupon) paid to the investors less contractually
specified servicing and trustee fees, after giving effect to estimated prepayments of the underlying loans. The
AAA rating of the interest-only securities reflects the fact that they are exposed to very low credit risk, but
does not reflect the fact that their intérest rate risk can be significant. The agency interest only securities are
not rated but management believes that these assets would be rated AAA if rated due to the nature of the
collateral. '

We classify our AAA-rated and agency interest-only securities as trading and they are therefore carried at
fair value, with changes in fair value being recorded through earnings. Valuation changes, net of related hedge
gains and losses, are included in “Gain on mortgage-backed securities, net” in the Consolidated Statements of
Earnings. We use third party models and an option ad]usted spread (“OAS”) valuation methodology to' value
these securities. The key assumptions include prepayment rates based on collateral type -and the option
adjusted spreads. Based on these assumptions, our model calculates implied discount rates, which we compare
to market discount rates and risk premiums to determine if our valuatlons are reasonable.

In addition to considering actual prepayment trends, prepayment rates are determined utxhzmg four
factor prepayment models. These factors are:

) l) Relative coupon rate. "The interest rate the borrower is currently paying relative to current

market rates for that type of loan is the primary predictor of the borrower’s likelihood to prepay. We

o assume that a borrower’s propensity to prepay increases when the borrower’s loan rate exceeds the current
market rates.

2) Seasoning. Based on prepayment curves and other studies performed by industry analysts of
- 'prepayment activity over the life of a pool of loans, a pattern has been identified whereby prepayments
typically peak in years 1 to 3, consistent with borrower moving habits.

3) - Seasonality. Seasonality refers to the time of the year that prepayments occur. All else being
constant, prepayments tend to be higher in summer months due to borrowers’ tendency to move outs1de
‘of the school year and lower in winter months due to the holiday season.

4) Burnout. Burn out is associated with a pool of mortgage loans which has endured a variety of
high prepayment environments such that it may be assumed that the remaining borrowers are insensitive
to any subsequent decline in interest rates. Consequently, all else being equal, projected prepayment
speeds for such a pool of loans would be lower than a newly originated loan pool with comparable
characteristics.

As cash flows must be estimated over the life of the pool of mortgage loans underlying the AAA-rated
and agency interest-only securities, assumptions must be made about the level of interest rates over that same
time horizon, which is primarily 3-5 years, as these securities have a welghted average life of approximately
that penod We utilize a credit spread over the market LIBOR /swap forward curve to estimate the level of
mortgage interest rates over the life of the pool of loans. We believe a forward curve, as opposed to static or
spot interest rates, incorporates the market pérceptioh about expected changes in interest rates and provides a
more realistic estimate of lifetime interest rates and-therefore prepayment rates.

.The discount rate represents the implicit vield a knowledgeable investor would require to purchase or own
the projected cash flows. Using an OAS model, embedded options and other cash flow uncertainties are
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quantified across a large number of hypothetical interest rate environments. The OAS is essentially the credit
spread over the risk free rate after the option costs (e.g., hedge costs) are considered. Overall, we evaluate the
reasonableness of the discount rate based on the spread over the risk free rate (duration adjusted LIBOR
securities) relative to other cash flow sensitive investments with higher and lower risk profiles.

MORTGAGE SERVICING RIGHTS

MSRs are created upon the sale of loans to GSEs; in private-label securitizations, and occasionally, from
the sale of whole loans. We also purchase MSRs from time to time from third parties. The carrying value of
MSRs in our financial statements represents our estimate of the present value of future cash flows to be
received by us as servicer of the loans. In general, future cash flows are estimated by projecting the service fee,
plus late fees and reinvestment income associated with interest earned on “float,” after subtracting guarantee
fees on agency portfolios, the cost of reimbursing investors for compensating interest associated with the early
pay-off of loans, the market cost to service the loans, and the cost of mortgage insurance premiums (if
applicable), and after giving effect to estimated prepayments. ‘

MSRs are recorded at the lower of amortized cost or fair value with valuation changes, net of hedges,
being reported in service fee income in the consolidated statements of earnings. We use a third party valuation
model and a combination of OAS and static discount rate methodologies to value these assets. We use static
models on collateral types such as ARM and subprime loans because we believe they are more appropriately
valued using this methodology, as prepayments on these collateral types are less dependent on interest rate
changes. The key assumptions include prepayment rates and, to a lesser degree, reinvestment income and
discount rates. Prepayment speeds and OAS derived discount rates are determined using the methodology
described above for AAA-rated and agency interest-only securities.

Reinvestment income represents the interest earned on custodial balances, often referred to as “float.”
Custodial balances are generated from the collection of borrower principal and interest and escrow balances
which we generally hold on deposit for a short period until the required monthly remittance of such funds to a
trustee. Reinvestment income is reduced by compensating interest, or “interest short,” which we must pay to
investors to compensate for interest lost on the early payoff of loans under the terms of the related pooling and
servicing agreements. OQur estimate of reinvestment income is a function of float, which is derived from our
estimate of prepayment speeds, and an estimate of the interest rate we will earn by temporarily investing these
balances. The reinvestment rate is typically based on the Federal Funds rate, and we factor in the market
forward curve to derive a long-term estimate.

The valuation of MSRs includes numerous assumptions of varying lower sensitivities in addition to the
assumptions discussed above. For example, other assumptions include, but are not limited to, market cost to
service loans, prepayment penalties, delinquencies and the related late fees and escrow balances. We believe
our valuation of MSRs as of December 31, 2003 was reasonable given market conditions at December 31,
2003 and quarterly third party valuations obtained from servicing brokers.

NON-INVESTMENT GRADE SECURITIES AND RESIDUALS

General

Non-investment grade securities and residuals are created upon the issuance of private-label securitiza-
tions and to a lessor extent purchased from third parties. Non-investment grade securities (rated below BBB)
represent leveraged credit risk as they typically absorb a disproportionate amount of credit losses before such
losses affect senior or other investment grade securities. Residuals represent the first loss position and are not
typically rated by the nationally recognized agencies. The asset value of residuals represents the present value
of future cash flows expected to be received by us from the excess cash flows created in the securitization
transaction. In general, future cash flows are estimated by taking the coupon rate of the loans underlying the
transaction less the interest rate paid to the investors, less contractually specified s emcmg and-trustee fees,
and after giving effect to estimated prepayments and credit losses.
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Cash flows are also dependent upon various restrictions and conditions specified in each transaction. For
example, residual securities are not typically entitled to any cash flows unless an over-collateralization account
has reached a certain level. The over-collateralization in an account represents the difference between the
bond balance and the collateral underlying the security. A sample over-collateralization structure may require
2% of the original collateral balance for 36 months. At month 37, it may require 4%, but on a declining balance
basis. Due to prepayments, that 4% requirement is generally less than the 2% requlred on the original balance.
In addition, the transaction may include an over-collateralization “trigger event,” the occurrence of which
may require the over-collateralization to be increased. An example of such a trigger event is delinquency rates
or cumulative losses on the underlying collateral that exceed stated levels. If over-collateralization targets were
not met, the trustee would hold all cash flows that would otherwise flow to the residual security until such
targets are met. A delay or reduction in the cash flows received will result in a lower valuation of the residual.

We consider certain of our investment grade securities -to be hedges of our AAA-rated and agency
interest-only securities and residual securities. We therefore classify them as trading securities in order to
reflect changes in their fair values in our current income. Residual securities are also classified as trading
securities so that the accounting for these securities will mirror the economic hedging activities. All other
mortgage-backed securities, including the majority of our non-investment grade securities, are classified as
available for sale. At least quarterly, we evaluate the carrying value of ron-investment grade and residual
securities in light of the actual performance of the underlying loans. If fair value is less than amortized cost
and the estimated undiscounted cash flows have decreased compared to the prior period, the impairment is
recorded through earnings. We classify our non-investment grade residuals as trading and therefore record
them at our estimate of their fair value, with changes in fair value being recorded through earnings. We use a
third party model, using the “cash out” method to value these securities. This method reflects when we receive
the cash, which may be later than when the trust receives the cash. The model takes into consideration the
cash flow structure specific to each transaction (such as over-collateralization r¢quirements and trigger
events). The key valuation assumptions include credit Iosses prepaymcnt rates and to a lesser degree
discount rates.

Loss Estimates

We use a proprietary loss estimation model to project credit losses. This model was developed utilizing
our actual loss experience for prime and subprime loans. The modeling logic has been reviewed by a third
party specialist in this area and validated. The expected loan loss is a function of loan amount, conditional
default probability and projected loss severity. Characteristics that impact default probability vary depending
on loan type and current delinquency status, but generally include the borrower’s credit score, loan-to-value
ratio, loan amount, debt to income ratio and loan purpose, among other variables. Characteristics that impact
loss severity includes unpaid principal balance, loan-to-value, days to liquidation, mortgage insurance status,
cash out versus no cash out financing and primary residence status. The loss estimation model also includes
conditional default curves, which relate to the expected timing of the estimated loss. In our experience, default
probabilities generally reach a peak within two to three years of loan origination and become less likely after
four to five years. While there can be no assurance as to the accuracy of the model in predicting losses, we and
a third party specialist have “back tested” our model and have validated the model’s default probability logic.
The model is updated and recalibrated periodically based on our on-going actudl loss experience.

Prepayment Speeds

We estimate prepayments on a collateral-specific basis and consider actual prepayment activity for the
collateral pool. We also consider the current interest rate environment, the market forward curve projections
and prepayments estimated on similar collateral pools where we own MSRs. Increasing prepayments tend to
benefit the valuation of non-investment grade securities as the projected loss gets reduced due to the shorter
loan life. However, increasing prepayments may reduce the value of residual securities since these securities
represent excess spread on the underlying collateral. Higher prepayments reduce the life of-the residual and
total cash flows resulting in a reduction in the fair value of the residual. - ‘
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Discount Rates

We determine static discount rates based on a number of factors, including but not limited to the
collateral type and quality, structure of the transaction, market interest rates and our ability to generate an
appropriate after tax return on equity given the other valuation assumptions and resulting projected cash flows.
We also review the discount rates used by other investors for similar securities to evaluate the appropriateness
of our assumptions. As non-investment grade securities and residuals are our highest risk profile assets, and
liquidity is generally the lowest for these assets on a duration adjusted basis, the spread over the risk free rate is
also the highest of all of our cash flow sensitive assets.

DERIVATIVES AND OTHER HEDGING INSTRUMENTS

The accounting and reporting standards for derivative financial instruments are established in SFAS 133.
SFAS 133 requires that we recognize all derivative instruments on the balance sheet at fair value. The
accounting for changes in fair value of these instruments depends on the intended use of the derivative and the
associated designation. If certain conditions are met, hedge accounting may be applied and the derivative
instrument may be specifically designated as a fair value hedge, a cash flow hedge, or a hedge of certain
foreign currency exposure. In designating hedges of certain funded mortgage loans in our pipeline and our
borrowings and advances as fair value hedges and cash flow hedges, respectively, we are required by SFAS 133
to establish at the inception of the hedge the method we will use in assessing the effectiveness of the hedging
relationship, for hedge accounting qualification, and in measuring and recognizing hedge ineffectiveness, for
financial reporting purposes. In accordance with the requirements of SFAS 133, these methods are consistent
with our approach to managing risk. ‘

In complying with the requirements of SFAS 133, our management team has made certain judgments in
identifying derivative instruments, designating hedged risks, calculating hedge effectiveness, and measuring,
recognizing, and classifying changes in value. Critical judgments made with respect to our hedge designations
include:

*» Hedge effectiveness testing methodology. SFAS 133 requires that we identify and consistently follow
a methodology justifying our expectation that our hedges will continue to be highly effective at
achieving offsetting changes in value. In devising such a methodology, which is consistent with our risk
management policy, we have exercised judgment in identifying (1) the scope and the types of
historical data and observations, (2) the mathematical formulas and quantitative steps to calculate
hedge effectiveness, and (3) the frequency and necessity of updates to our calculations and
assumptions. As discussed in the footnotes to our financial statements, we have designated certain

~ forwards and swaps to hedge the benchmark interest rate risk in our funded mortgage loan pipeline and
borrowings exposures, respectively, as SFAS 133 hedges. If the results of our hedge effectiveness tests
determine that our hedges are not effective, we do not adjust the basis of our pipeline mortgage loans,
in the case of disqualified fair value hedges, or defer derivative gains and losses in Other Comprehen-
sive Income (“OCI”), in the case of disqualified cash flow hedges, from the date our hedges were last
effective to the date they are again compliant with SFAS 133. Therefore, the ability to recognize hedge
accounting basis adjustments and OCI deferrals may cause us to report materially different results
under different conditions or using different assumptions.

» Hedge ineffectiveness measurement. Regardless of our method of proving hedge effectiveness, we are
required to recognize hedge ineffectiveness to the extent that exact offset is not achieved, as defined by
SFAS 133. As discussed in the footnotes to the financial statements, the estimated fair value amounts
of our financial instruments have been determined using available market information and valuation
methods that we believe are appropriate under the circumstances. These estimates are inherently
subjective in nature and involve matters of significant uncertainty and judgment to interpret relevant
market and other data. The use of different market assumptions and/or estimation methods may have
a material effect on the estimated fair value amounts, and therefore on the recognition of basis
adjustments and OCI deferrals for hedged mortgage loans and forecasted borrowing/advance cash
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flows, respectively, as well as the hedge ineffectiveness recogmzed in the income statement for both
hedge types. -

Some of our hedges, certain elements of our pipeline which SFAS 133 requires.us to carry at fair value as
a derivative instrument, and other denvatrve instruments (including those we consider “economic” hedges as
opposed to accounting hedges) for which we do not desrgnate hedging relationships, involve estimates of fair
value where no direct exchange-traded or indirect “proxy” market prices are immediately available. As noted
above and in the footnotes to our financial statements, we employ available market information and valuation
methods that we believe are :appropriate under the circumstances and, as applicable,-within the range of
industry practice. Changes in either the mix of market information or the valuation methods used would
change the fair values carried on the balance sheet, the associated impact on the income statement, and the
application and impacts of SFAS 133 hedge accountmg

Non-derivative contracts sometimes contain embedded terms meeting_ the definition of .a denvanve
instrument under SFAS 133. In certain circumstances, management has concluded that such terms are
appropriately excluded from fair value accounting as they are clearly and closely related to the economic
characteristics of the non-derivative “host” contract, in’ accordance with SFAS 133. Under different facts and
circumstances, should such embedded terms not be considered clearly and closely related, recognition of such
embedded derivatives on the balance sheet at fair value would be required by SFAS 133,

'ALLOWANCE FOR LOAN LOSSES

We utilize several methodologies to estimate the adeqr‘racy of our ALL and to ensure that the allocation
of the ALL to the various portfolios is reasonable given current trends and the cconorhic outlook. In this
regard, we segregate assets into homogeneous pools of loans and heterogcneous loans.

Homogeneous pools -of loans exhibit similar charactensucs and, as such, can be evaluated as pools of
assets through the assessment of default probabilities and corresponding loss severities. Our homogeneous
pools include residential mortgage loans, manufactured home.loans and:home improvement loans. The
estimate of the allowance for loan losses for homogeneous pools'is based on expected inherent losses resulting
from four methodologies:

1) Internal loan loss estimation model — This model estimates losses based on several key loan
characteristics. For further discussion . regarding this model, see -the previous section entitled ““Non-
Investment Grade Securities and Residuals — Loss Estimates.” ‘ :

2) Porzfolzo level delinguency migration analyszs — This analysis produces a range of projected
losses based on current loss severities and the preceding 12 months of migration rates of delmquent loans
_into non-performing loans.

3) Delinquency trend analyrzs ———Thrs analysrs prov1des the basis for est1mat1ng the d1rectron of
‘NPA and loss severity levels into.future periods: Ll e

4) Historical loss analysis — This analysrs compares the level of allowance to the historical losses
actually incurred in prior years

Our builder construction loans generally carry. h1gher balances. and involve unique loan characteristics
that cannot be evaluated solely through the use of default rates, loss severities and trend analys1s To estimate
an appropriate level of ALL for our heterogeneous loans, we-constantly screen the portfolios on an. individual
asset basis to classify problem credits:and to estimate poteritial:loss exposure. In this estimation, we determine
the level of adversely classified assets (using the classification criteria described below) in a portfolio and the
related loss potential and extrapolate the weighting of those two- factors across all assets in the portfolio.:

" Our asset classification methodology .was des1gned in accordance with guldehnes estabhshed by our
supervrsory regulatory agencres as follows:

- Pass — Assets classrﬁed Pass are assets that are well protected by. the net worth and payrng capacrty of
the borrower or by the value of the asset or underlying collateral.
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» Special Mention -— Special Mention assets have potential weaknesses that require close attention, but
have not yet jeopardized the timely repayment of the asset in full.

» Substandard — This is the first level of adverse classification. Assets in this category are inadequately
protected by the net worth and paying capacity of the borrower or by the value of the collateral.
Substandard assets are characterized by the dlstmct possibility that some loss will occur if the
deﬁmencws are not corrected.

» Doubtful — Assets in this category have the same weaknesses as a substandard asset, with the added
characteristic that based on current facts, conditions and values, llquldatxon of the asset in full is highly
improbable.

» Loss — Assets in the Loss category are considered uncollectible and of such little value that the
continuance as an asset, without establishment of a specific valuation allowance, is not warranted.

SECONDARY MARKET RESERVE

As part of the normal course of business involving loans sold to the secondary market, we are occasionally
required to repurchase loans or make payments to settle breaches of the standard representations and
warranties made as part of our loan sales or securitizations. The secondary market reserve includes probable
losses on repurchases arising from representation and warranty claims, and probable obligations related to
disputes with investors and vendors with respect to contractual obligations pertaining to mortgage origination
activity. The reserve level is a function of expected losses based on actual pending claims and repurchase
requests, historical experience, loan volume and loan sales distribution channels and the assessment of
probable vendor or investor claims. An increase to this reserve is recorded as a reduction of the gain on sale of
loans in our consolidated statements of earnings and the corresponding reserve is recorded in other liabilities in
our consolidated balance sheets. At the timé we repurchase a loan, the estimated loss on the loan is charged
against this reserve and recorded as a reduction of the basis of the loan.

SENSITIVITY ANALYSIS

Changing the assumptions used to estimate the fair value of AAA-rated and agency interest-only
securities, MSRs and non-investment grade securities and residuals (““the retained assets”) could materially
impact the amount recorded in gain on sale of loans. Initially, the estimation of the fair value of the retained
assets from loan securitizations and sales impacts the financial statements of our mortgage banking segment.
Thereafter, adjustments to fair value impact the investment portfolio’s financial statements. Provisions to the
secondary market reserve impact IndyMac Mortgage Bank or IndyMac Consumer Bank, while adjustments to
the ALL may impact any of our segments. Refer to “Note 13 — Transfers and Servicing of Financial Assets”
in the consolidated financial statements of IndyMac for further information on the hypothetical effect on the
fair value of our retained assets using various unfavorable variations of the expected levels of certain key
assumptions used in valuing these assets at December 31, 2003.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

" Market risk is the exposure to loss resulting from changes in interest rates, foreign currency exchange
rates, commodity prices and equity prices. The primary market risk to which we are exposed is interest rate
risk, including fluctuations in short and long term interest rates. An additional risk is the early prepayment of
loans held for investment, MBS and mortgage loans underlying our MSRs, AAA-rated and agency interest-
only securities and residuals. The Investment Portfolio Group is responsible for the management of interest
rate and prepayment risks subject to policies and procedures established by our management-level ALCO and
board of directors-level ALCO. See “Item 7. Management’s Discussion and Analysis of Financial Condition
and Results of Operations — Risk Factors That May Affect Future Results” above for further discussion of
risks. :
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HEDGING ACTIVITIES

We utilize a variety of means in order to manage interest rate risk. We invest in MSRs and AAA-rated
and agency interest-only securities to generate core interest and fee incorne. The value of these instruments
and the income they provide ‘tends to be counter-cyclical to the changes in production volumes and gain on
sale of loans that result from changes in interest rates. With regard to the pipeline of mortgage loans held for
sale, in general, we hedge this asset with a forward commitment to sell a Fannie Mae or Freddie Mac security
of comparable maturity and weighted average interest rate. To hedge our investments in AAA-rated and
agency interest-only securities and MSRs, we use several strategies, including buying and/or selling mortgage-
backed or U.S. Treasury securities, futures, floors, swaps, or options, depending on several factors. Lastly, we
enter into swap agreements and utilize FHLB advances to mitigate interest rate risk on mortgage loans held
for investment. In connection with all of the above strategies, we use hedging instruments to reduce our
exposure to interest rate risk, not to speculate on the direction of market interest rates.

MONITORING TOOLS

Our management-level and board of directors-level ALCO members closely monitor interest rate risk.
The primary measurement tool used to evaluate risk is an NPV analysis. An NPV analysis simulates the
effects of an instantaneous and sustained change in interest rates (in a variety of basis point increments) to
parallel interest rate shifts, on our assets and liabilities, commitments and hedges. The result is an estimate of
the increase or decrease to net portfoho value. See “Item 7. Manageraent’s Discussion and Analysis —
Overall Interest Rate Risk Management” for a ‘further dlscussmn of our NPV analysis.

ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

The information called for by this Item 8 is set forth beginning at page F-1 of this Form 10-K.

ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND
FINANCIAL DISCLOSURE '

None.

ITEM 9A. CONTROLS AND PROCEDURES

The management of IndyMac is responsible for estabhshmg and maintaining effective dlsclosure controls
and procedures, as defined under Rules 13a-14 and 15d-14 of the Securities Exchange Act of 1934. As of
December 31, 2003, an evaluation was performed under the supervision and with the participation of the
Company’s management, including the Chief Executive Officer and Chief Financial Officer, of the effective-
ness of the design and operation of IndyMac’s disclosure controls and procedures. Based on that evaluation,
management concluded that IndyMac’s disclosure controls and procedures as of December 31, 2003 were
effective in ensuring that information required to be disclosed in this Annual Report on Form 10-K was
recorded, processed, summarized, and reported within the time period required by the SEC’s rules and forms.

Management’s responsibilities related to establishing and maintaining effective disclosure controls and
procedures include maintaining effective internal controls over financial reporting that are designed to produce
reliable financial statements in accordance with accounting principles generally accepted in the United States.
As disclosed in the Report of Management on Internal Control over Financial Reporting included in our
Annual Report, management assessed the Bank’s system of internal control over financial reporting as of
December 31, 2003, in relation to criteria for effective internal control over financial reporting as described in
“Internal Control — Integrated Framework,” issued by the Committee of Sponsoring Orgamzatxonq of the
Treadway Commission. Based on this assessment, management believes that, as of December 31, 2003, the
Company’s system of internal control over financial reportmg met those cntena

There have been no 51gn1ﬁcant changes in the Company’s 1ntqmal controls or in other ‘fac,:tdrs that could
significantly affect the Company’s disclosure of controls and procedures subsequernt to December 31, 2003.
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PART Il
ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT

'Thé‘inf_ormation required by this Item 10 is hereby incorporated by reference to IndyMac Bancorp’s
definitive proxy statement, to be filed pursuant to Regulation 14A within 120 days after the end of our 2003
fiscal year. '

ITEM.11. EXECUTIVE COMPENSATION

- . The information required by this Item 11 is hereby incorporated by reference to IndyMac Bancorp’s
definitive proxy statement, to be filed pursuant to Regulation 14A within 120 days after the end of our 2003
fiscal year. ' ‘

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT

The information required by this Item 12 is hereby incorporated by reference to IndyMac Bancorp’s
definitive proxy statement, to be filed pursuant to Regulation 14A within 120 days after the end of our 2003
fiscal year. .

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

The information required by this Item 13 is hereby incorporated by reference to IndyMac Bancorp’s
definitive proxy statement, to be filed pursuant to Regulation 14A within 120 days after the end of our 2003
fiscal year.

PART IV
ITEM 14. PRINCIPAL ACCOUNTING FEES AND SERVICES .

The information required by this Item 14 is hereby incorporated by reference to IndyMac Bancorp’s
definitive proxy statement, to be filed pursuant to Regulation 14A within 120 days after the end of our 2003
fiscal year.

ITEM 15. EXHIBITS, FINANCIAL STATEMENT SCHEDULES AND REPORTS ON FORM 8-K

.(a)(1) and (2) — Fmanmal Statemcnts and Schedulcs

- The information required by this section of Item 15 is set forth in the Index to Financial'Statements and
Schedules at page F-2 of this Form 10-K.

(3) — Exhibits

Exhibit
No. Description
2.1* Amended and Restated Agreement and Plan of Merger by and between SGV Bancorp, Inc.
.. (*SGVB”) and IndyMac Bancorp (formerly known as IndyMac Mortgage Holdings, Inc.), dated as
of July 12, 1999 and Amended and Restated as of October 25, 1999 (incorporated by reference to
Appendix A to the definitive joint proxy statement of IndyMac Bancorp and SGVB filed w1th the
" SEC on November 5, 1999).

3.1*  Restated Certificate of Incorporation of IndyMac Bancorp (incorporated by reference to Exhibit 3.1
_to IndyMac Bancorp’s Form 10-Q for the quarter ended September 30, 2000).

3.2* . Amended and Restated Bylaws of IndyMac Bancorp (incorporated by reference to Exhibit 3.2 to
IndyMac Bancorp’s Form 10-Q for the quarter ended September 30, 2000).

4.1*  Indenture (the “Indenture”), dated as of December 1, 1985, between Countryﬁde Mortgage
Obligations, Inc. (“CMO, Inc.”) and Bankers Trust Company, as Trustee (“BTC”) (incorporated
by reference to Exhibit 4.1 to CMO, Inc.’s Form 8-K filed with the SEC on January 24, 1986).

86




Exhibit
No.

4.2%

4.3%
4.4%
4.5%

4.6*

4.7*

4.8*

10.1*

10.2*

10.3*

10.4*

10.5*

10.6*

10.7*

10.8*

10.9*

Description

Series A Supplement, dated as of Décember 1, 1985, to the Indenture (incorporated by reference to
Exhibit 4.2 to CMO, Inc.’s Form 8-K filed with the SEC on January 24, 1986).

Indenture Supplement, dated as of September 1, 1987, among Countrywide Mortgage Obligations
HI, Inc. (“CMO 111, Inc.””), CMO, Inc. and BTC (incorporated by reference to Exhibit 4.1 to CMO
11, Inc’s Form §- K filed with the SEC on October 9, 1987).

Indenture dated as of November 14, 2001 between IndyMac Bancorp and The Bank of New York
(“BoNY?”), as Trustee (incorporated by referencc to Exhibit 4.8 to IndyMac Bancorp s Form 10-K
for the year ended December 31, 2001).

First Supplemental Indenture dated as of November 14, 2001 between IndyMac Bancorp and BoNY,
as Trustee (incorporated by reference to Exhibit 4.9 to IndyMac Bancorp’s Form 10-K for the year
ended December 31, 2001).

2000 Stock Incentive Plan, as amended (incorporated by reference to Exhibit 4.1 to IndyMac
Bancorp’s Form 10-Q for the quarter ended June 30, 2002).

Rights Agreement dated as of October 17, 2001 between IndyMac Bancorp and BoNY, as Rights
Agent (incorporated by reference to Exhlblt 4.1 to IndyMac Bancorp’s Form 8-K filed with the SEC
on Qctober 18, 2001).

2002 Incentive Plan, as amended and restated as of March 4, 2003 (incorporated by reference to
Exhibit 4.12 to IndyMac Bancorp’s Form 10-K for the year ended December 31, 2002).

Amended and Restated Trust Agreement dated as of November 14, 2001 between IndyMac
Bancorp, as Sponsor, Roger H. Molvar and Richard L. Sommers, as Administrative Trustees,
Wilmington Trust Company, as Property Trustee and as Delaware Trustee, BoN'Y, as Paying Agent,
Registrar, Transfer Agent and Authenticating Agent and several Holders of the Securities
(incorporated by reference to Exhibit 10.11 to IndyMac Bancorp’s Form 10-K for the year ended
December 31, 2001).

Unit Agreement dated as of November 14, 2001 between IndyMac Bancorp, IndyMac Capital
Trust I, Wilmington Trust Company, as Property Trustee, and BoNY, as Agent (incorporated by
reference to Exhibit 10.12 to IndyMac Bancorp’s Form 10-K for the year ended December 31,
2001).

Warrant Agreement dated as of November 14, 2001 between IndyMac Bancorp and BoNY, as
Warrant Agent (incorporated by reference to Exhibit 10.13 to IndyMac Bancorp’s Form 10-K for the
year ended December 31, 2001).

Guarantee Agreement dated as of November 14, 2001 between IndyMac Bancorp, as Guarantor, and
BoNY, as Guarantee Trustee (incorporated by reference to Exhibit 10 14 to IndyMac Bancorp’s
Form 10-K for the year ended December 31, 2001).

Employment Agreement dated October 18, 2000 between IndyMac Bank and Roger H. Molvar
(incorporated by reference to Exhibit 10.16 to IndyMac Bancorp’s Form 10-K for the year ended
December 31, 2000).

Rider to Employment Agreement dated December 15, 2000 between IndyMac Bank and Roger H.
Molvar (incorporated by reference to Exhibit 10.20 to IndyMac Bancorp’s Form 10-K for the year
ended December 31, 2000).

Employment Agreement dated Jlily I, 2001 between IndyMac Bank and Grosvenor Nichols
(incorporated by reference to Exhibit 10.19 to IndyMac Bancorp s Form 10-K for the year ended
December 31, 2002).

Director Emeritus Plan Agreement and Consulting Agreement dated January 22, 2002 between
IndyMac Bancorp and Thomas J. Kearns (incorporated by reference to Exhibit 10.20 to IndyMac
Bancorp’s Form 10-K for the year ended December 31, 2002).

Employment Agreement dated February 28, 2002 between IndyMac Bank and Scott Keys
(incorporated by reference to Exhibit 10.1 to IndyMac Bancorp’s Form 10-Q for the quarter ended
March 31, 2002).
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Exhibit

No.

10.10*
10\.11*
10.12*
10.13*
10.14*

10.15%

10.16*
10.17*
10.18

10.19

10.20%
10.21*
10.22*
10.23*

10.24

21.1
23.1
31.1
31.2.
32.1

Description

Amended and Restated Employment Agreement dated July 23, 2002 between IndyMac Bancorp and
Michael W. Perry (incorporated by reference to Exhibit 10.2 to IndyMac Bancorp’s Form 10-Q for
the quarter ended June 30, 2002).

Director Emeritus Agreement dated August 1, 2002 between IndyMac Bancorp and Frederick J.
Napolitano (incorporated by reference to Exhibit 10.23 to IndyMac Bancorp’s Form 10-K for the
year ended December 31, 2002).

Employment Agreement dated September 1, 2002 between IndyMac Bank and S. Blair Abernathy
(incorporated by reference to Exhibit 10.2 to IndyMac Bancorp’s Form 10-Q for the quarter ended
September 30, 2002).

Employment Agreement dated October 1, 2002 between IndyMac Bank and John Olinski
(incorporated by reference to Exhibit 10.25 to IndyMac Bancorp’s Form 10-K for the year ended
December 31, 2002).

Employment Agreement dated November 1, 2002 between IndyMac Bank and Richard Wohl
(incorporated by reference to Exhibit 10.26 to IndyMac Bancorp’s Form 10-K for the year ended
December 31, 2002).

Form of Director Indemnification Agreement (incorporated by reference to Exhibit 10.27 to
IndyMac Bancorp’s Form 10-K for the year ended December 31, 2002).

Retirement Agreement dated February 10, 2003 between IndyMac Bancorp and David S. Loeb
(incorporated by reference to Exhibit 10.28 to IndyMac Bancorp’s Form 10-K for the year ended
December 31, 2002). _

IndyMac Bancorp, Inc. Director Emeritus Plan effective as of April 30, 2003 (incorporated by
reference to Exhibit 10.1 to IndyMac Bancorp’s Form 10-Q for the quarter ended June 30, 2003).
IndyMac Bank Deferred Compensation Plan, Amended and Restated Effective as of September 15,
2003, as amended.

Employment Agreement dated March 1, 2004 between IndyMac Bank and Raymond Matsumoto.

Employment Agreement dated July 31, 2003 between IndyMac Bank and Thomas H. Potts
(incorporated by reference to Exhibit 10.4 to IndyMac Bancorp’s Form 10-Q for the quarter ended
September 30, 2003).

Employment Agreémf;nt dated July 31, 2003 between IndyMac Bank and Charles Allen Williams
(incorporated by reference to Exhibit 10.5 to IndyMac Bancorp’s Form 10-Q for the quarter ended
September 30, 2003).

Employment Agreement dated September 15, 2003 between IndyMac Bank and Sherry Dupont
(incorporated by referenced to Exhibit 10.2 to IndyMac Bancorp’s Form 10-Q for the quarter ended
September 30, 2003).

Employment Agreement dated September 29, 2003 between IndyMac Bank and Ashwin Adarkar
(incorporated by referenced to Exhibit 10.1 to IndyMac Bancorp’s Form 10-Q for the quarter ended
September 30, 2003).

Agreement of Purchase and Sale and Joint Escrow Instructions dated October 31, 2003 by and
between MS Pasadena, LLC (Seller) and IndyMac Bank (Buyer) for Pasadena Corporate Center,
3453, 3455, 3465, 3475 East Foothill Boulevard, Pasadena, California.

List of Subsidiaries.

Consent of Ernst & Young LLP.

Chief Executive Officer’s Certification pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.
Chief Financial Officer’s Certification pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.

U.S.C. Section 1350, as adopted pursuant to 18 U.S.C. Section 1350, as adopted pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002.
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Exhibit :
No. - Description

322 Chief Financial Officer’s Certification pursuant to 18 U.S.C. Section 1350, as adopted pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002.

99.1 Reports on Internal Control Over Finangial Reporting

* Incorporated by reference.
(b) — Reports on Form 8-K

The Company furnished a report on Form 8-K on October 17, 2003. Items included: Item 9.
Regulation FD Disclosure. Press release announcing revised earnings guidance for 2003.

The Company also furnished a report on Form 8-K on October 31, 2003. Items included: Item 12.
Disclosure of Results of Operations and Financial Condition. Press release announcing results of operations
and financial condition for the quarter ended September 30, 2003 and related webcast presentation.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the
Registrant has duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized,
in the City of Pasadena, State of California, on March 5, 2004.

INDYMAC BANCORP, INC.

By: /s/  MICHAEL. W. PERRY

Michael W. Perry
Chief Executive Officer

Pursunant to the requirements of the Securities Exchange Act of 1934, this report has been signed by the
following persons on behalf of the Registrant in the capacities and on the dates indicated.

Signature Title Date
/s/  MICHAEL W. PERRY Chairman of the Board of Directors and March 5, 2004
Michael W. Perry Chief Executive Officer

(Principal Executive Officer)

/s/  ScorTt KEYS Executive Vice President and March 5, 2004
Chief Financial Officer

Scott Keys .. . .
(Principal Financial and
Accounting Officer)
/s/ Louis E. CALDERA Director March S, 2004

Louis E. Caldera

/s/ LyLeE E. GRAMLEY Director March 5, 2004
Lyle E. Gramley

/s/ HucH M. GRANT Director March 5, 2004
Hugh M. Grant

/s/  PaTrick C. HADEN Director March 5, 2004

Patrick C. Haden

/s/ TERRANCE G. HoDEL Director March 5, 2004
Terrance G. Hodel

/s/ RoserT L. HUNT 11 Director March 3, 2004
Robert L. Hunt IT

/s/  James R. UKROPINA Director March 5, 2004
James R. Ukropina

90




CONSOLIDATED FINANCIAL STATEMENTS AND
REPORT OF INDEPENDENT AUDITORS

INDYMAC BANCORP, INC,
AND SUBSIDIARIES

December 31, 2003, 2002 and 2001

F-i




INDYMAC BANCORP, INC. AND SUBSIDIARIES

INDEX TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2003, 2002 and 2001

Page
INDYMAC BANCORP, INC. AND SUBSIDIARIES
Report of Independent Auditors. ... ... . i F-3
Financial Statements
Consolidated Balance Sheets ... ... e F-4
Consolidated Statements of Earnings .. ..........oueronmnmmon e F-6
Consolidated Statements of Shareholders’ Equity and Comprehensive Income . ............ . .. F-8
Consolidated Statements of Cash Flows .............. e F-9
Notes to Consolidated Financial Statements ........... ... .. ... F-10

F-2




Report of Independent Auditors

Board of Directors and Shareholdérs
IndyMac Bancorp, Inc.

We have audited the accompanying consolidated balance sheets of IndyMac Bancorp, Inc. and
subsidiaries (the “Company”) as of December 31, 2003 and 2002, and the related consolidated statements of
earnings, shareholders’ equity and comprehensive income, and cash flows for each of the three years in the
period ended December 31, 2003. These consolidated financial statements are the responsibility of the
Company’s management. Our responsibility is to express an opinion on these consolidated financial statements
based on our audits. ‘

We conducted our audits in accordance with auditing standards generally accepted in the United States.
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the overall

financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material
respects, the consolidated financial position of IndyMac Bancorp, Inc. and subsidiaries at December 31, 2003
and 2002 and the consolidated results of their operations and their cash flows for each of the three years in the
period ended December 31, 2003 in conformity with accounting principles generally accepted in the United
States.

/s/ ERNST & Young LLP

Los Angeles, California
January 23, 2004
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INDYMAC BANCORP, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS

December 31,

2003

2002

(Dollars in thousands,
except share data)

Assets
Cash and cash equivalents .......... .. i i $ 115485 § 196,720
Securities classified as trading ($70.9 million and $589 6 million pledged as
collateral for borrowings at December 31, 2003 and 2002, respectively) . 223,632 765,883
Mortgage-backed securities available for sale, amortized cost of $1.6 billion
($1.5 billion pledged as collateral for borrowings at December 31, 2003 and
200 .o e e 1,613,974 1,573,210
Loans receivable:
Loans held for salc
Prime....... e 2,196,488 1,939,780
SUBPIIME . . o o 295,008 213,405
- Consumer lot loans ........................ A 81,752 74,498
Total loans held forsale ....... ... ... .. ... 2,573,248 2,227,683
Loans held for investrment
SFR MOrtgage .. ..ot e e e 4,945,439 2,096,517
ConsSumer CONSITUCTION .+ . .t v ittt it e e e et e 1,145,526 875,335
Builder construction . .. .. ..ot e e 484,397 482,408
BHELOC . e e 711,494 312,881
Land and other mortgage ......... ..ttt 126,044 130,454
Tncome Property ... oot e 36,285 64,053
Allowance for loan losses ........ oo i (52,645) (50,761)
Total loans held for investment .......... .. ... . ... . ... 7,396,540 3,910,887
Total loans receivable ($7.6 billion and $4.3 billion pledged as collateral
for borrowings at December 31, 2003 and 2002) .................... 9,969,788 6,138,570
Mortgage servicing rights .. ... ...ttt e 443,688 300,539
Investment in Federal Home Loan Bank stock, atcost .................... 313,284 155,443
Interest receivable . ... ... . 51,758 47,089
Goodwill and other intangible assets .. ........... ... o i, 33,697 34,549
Foreclosed assets . ... ..ot 23,677 36,526
Other asSelS . .. . e e 451,408 325,925
Total ASSEES . oottt e $13,240,391  $9,574,454
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December 31,
2003 2002

(Dollars in thousands,
except share data)

Liabilities and Shareholders’ Equity
" Deposits. . ... .. R PO $ 4,350,773 $3,140,502
Advances from Federal Home Loan Bank ..o 4,934 911 2,721,783
Other BOTOWINGS . .. ...\ttt e P 2,622,094 2,608,534
Other Habilities . . . ..ottt 315,182 253,670

Total Habillties .. ... ...t 12,222,960 8,724,489
Shareholders’ Equity ‘

. Preferred stock — authonzcd 10,000,000 shares of $0 01 par value; none
ISSUEA . . .

Common stock — authorized, 200,000,000 shares of $0.01 par value; issued
. 85,914,552 shares (56,760,313 outstanding) at December 31, 2003 and

issued 83,959,547 shares. (54,829,486 outstanding) at December 31, 2002 ’ 859 840
Additional paid-in-capital ... ... ... ... . ... e 1,043,856 1,007,936
" Accumulated other comprehenswe loss. . oo (26,454) (17,747)
Retained earnings. . . . .. e 518,408 377,707

Treasury stock, 29,154,239 shares and 29,130,061 shares at December 31,
2003 and 2002, respectively ... .. ... . oo (519,238) (518,771)

Total shareholders’ equity ........... e e . .1,017,431 849,965

Total liabilities and shareholders” equity ................... .. ... ..., $13,240,391  $9,574,454

The accompanying notes are an integral part of these statements.
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INDYMAC BANCORP, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF EARNINGS

Year Ended December 31,

2003 2002 2001
(Dollars in thousands,
except per share data)
Interest income
Mortgage-backed and other securities ............... ... ... ..., $ 83,903 $112,065 $121,867
Loans held for sale -
Prime ... 180,630 127,571 156,251
CSUbPIIME o e e 26,009 12,416 19,780
HELOC . . — - 6,929 1,951
Consumer lot loans . ... . i i e 7,699 1,582 —
Total loans held forsale............................ e 214,338 148,498 177,982
Loans held for investment ( '
SFR MOTtZAZE . oo [ 140,588 89,864 110,004
Consumer CONSIIUCHION . . .o\ vttt ettt e ettt '60,392 55,660 42,241
Builder construction . ...ttt 33,321 37,501 53,650
THELOC . e 21,885 3,124 1,145
Land and other mortgage . . ...........ovuueeunneennne.nn. . 7,817 18,462 27,644
Income property ......... ... . it F 3,793 5,225 4,872
Total loans held for investment . ......... ... ... ..., 267,796 209,836 239,556
7 9,804 6,705 5,535
Total interest INCOME . . .o oottt et e et 575,841 477,104 544,940
Interest expense
Deposits ............. S 87,828 105,188 98,781
Advances from Federal Home Loan Bank....................... 113,032 101,647 95,222
Other bOrmOWINGS. . ..o vttt 64,044 60,981 148,315
Total interest EXPeNSe . . ..o oottt 264,904 267,816 342,318
Net Interest INCOME . ..o ottt et it ie e e 310,937 209,288 202,622
Provision for loan losses . ........ ... ... ... ... .. .. .. ... .. 19,700 16,154 22,022
Net interest income after provision for loan losses ............ 291,237 193,134 180,600
Other income ‘
Gainonsaleofloans ........ ... .. . . i 387,311 300,800 229,444
Service fee (loss) income ......... i e (16,081) 19,197 28,963
(Loss) gain on mortgage-backed securities, net .................. (30,853) 4,439 7,097
Fee and other INCOME . .. ..o it e e e et 76,525 57,736 52,036
Total other iINCOME .. ... ..ot 416,902 382,172 317,540
INEt TEVEIUES & . ot v ettt ettt e et et et 708,139 575,306 498,140
Other expense
Operating eXpenses . ..o vvvve et in i . 424,605 344,058 278,201
Amortization of other intangible assets ......................... 852 1,088 3,392
Total other expense. . ...t it 425,457 345,146 281,593




INDYMAC BANCORP INC AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF EARNINGS — (Contmued)

Year Ended December 31,
2003 2002 2001

{Dollars in thousands,
except per share data)

Earnings before provision for income taxes and cumulatlve effect of a

change in accounting principle ........ ... Lo oL e L. 282,682 230,160 216,547
Provision forincome taxes ............... ... ... e 111,379 , ‘ 86,767 89,974 .
Earnings before cumulative effect of a change in accountmg o ‘
PHNCIPIE . oo 171,303 143,393, 126,573
Cumulative effect of a change in accounting prmmple ............. ' — — (10,185)
Net earnings ........«....... [ $171,303  $143,393 . $116,388
Earnings per share before cumulative effect of a change in accounting
principle ‘ ‘
Basic......... P S P § 310 $ 247 § 207
Diluted ERTRUU $ 300 $ 241 $ 200
R Earnings per share from cumulative effect of a change in accountlng
principle - S S
Basic................. PO IR FUR $ —.$ — % (016)
Diluted .. .............. T . $ — & — $ (0.16)
Net earnings per share ' ' : L ,
Basic .. ........... PRI AU e ST $ 310 $ 247 § 191
Diluted.. ........... ERTUTTSI ER e L. %301 0§ 241 8 184
Welghted average shares outstandmg ' :
Basic................ e e PRI 55,247 58,028 60,927
Diluted .............. .. A AP e 56,926 59,592 . 63,191
Dividends paid pershare ............. ... £ 0355 ¢ — § @ —

The accompanying notes are an integral pai‘t of these statements.
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INDYMAC BANCORP, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF SHAREHOLDERS’ EQUITY AND COMPREHENSIVE INCOME
Year Ended December 31, 2003, 2002 and 2001 ’

Accumulated
Other .
Additional Comprehensive ‘ Total Total
Shares  Common  Paid-in Income Retained Comprehensive  Treasury  Shareholders’
Outstanding  Stock Capital (Loss) Earnings Income Stock Equity
o (Dollars in thousands, except share data)

Balance at December 31,2000 .............. 62,176,316  $818 § 920205 § (2,603) $117,926 : $(308,453) '§ 727,893
Common stock options exercised ... ..... oo 1,417,038 14 19,984 —_ — 3 - — 19,998
Directors’ and officers’ notes receivable .. .. ... — —. (48) — — S - — (48)
Deferred compensation, restricted stock....... 62,189 — 2,318 — - — — 2,318
401 (k) contribution ............oveiiii... 73,453 i - 1,876 — — — — 1,877
Net gain on mortgage-backed securities .

available forsale........................ — — — 2,136 —., 213 — 2,136
Net unrealized gain on derivatives used in cash

flow hedges .............c il — — — 1,037 — 1,037 —_— 1,037
Dividend reinvestment plan.......... S 1,524 — v 37 — — — — 37
Purchases of common stock ................ (3,364,254) — - — - . (718,775)  (78,775)
Issuance of warrants . ...................... — — 52,277 — — — S 52,271
Net €arnings ......co.ovvviineirenennnann.s —_ — e 116,388 116,388 — 116,388
Total comprehensive income . ............... - - — — — 119,561 — T —
Balance at December 31, 2001 .............. 60,366,266 .- 833 - 996,649 . 570 234,314 . (387,228) 845,138
.Common stock options exercised ............ 617,243 7 9,803 — — — = 9,810
Directors’ and officers’ notes receivable .. ..... — - (168) — — — — (168)
Deferred compensation, restricted stock. ... ... 28,447 — 1,619 — — — — 1,619
Net gain on mortgage-backed securities . «

available forsale .................. ... .. — — - 476 — 476 — 476
Net unrealized loss on derivatives used in cash ) .

flowhedges ...l . — — — (18,793) — (18,793) — (18,793)
Dividend reinvestment plan .. ... e 1,341 — 3 —_ _ — — 33
Purchases of common stock ................ (6,183,811) — — - — — (131,543)  (131,543)
Netearnings ........cooviiiivnninn.s — - — — - 1143393 - "143,393 — 143,393
Total comprehensive income ................ i — — — 125,076 L - —
Balance at December 31,2002 .............. 54,829,486 840 1,007,936 (17,747) 377,707 (518,771) 849,965
Common stock options exercised ............ 1,740,786 19 33,114 — - — - 33,133
Directors’ and officers’ notes payments ....... — ‘ 502 — = - — 502
Deferred compensation, restricted stock. ... ... 214,219 — 2,304 — — — — 2,304
Net loss on mortgage-backed securities

available forsale . ....................... — — — . (5414) — (5,414) — (5,414)
Net unrealized loss on derivatives used in cash

flow hedges ... — — — (3,293) -~ (3,293) — (3,293)
Cash dividends paid — $0.55 per common ' ‘

share. ... — — — — (30,602) — — (30,602)
Purchases of common stock ................ (24,178) — — — — — (467) (467)
Net earnings .........c.ooviiiivininnianns — — — — 171,303 171,303 — 171,303
Total comprehensive income ................ - - — — —  $162,59 — —
Balance at December 31,2003 .............. 56,760,313  $859  $1,043,856  $(26,454) $518,408 $(519,238) $1,017,431

The accompanying notes are an integral part of these statements.
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INDYMAC BANCORP, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

Year Ended December 31,

2003 2002 2001
(Dollars in thousands)
Cash flows from operating activities: . ' .
Nt BAITIIIES - o\ vttt ettt e et ettt et e e e . % 171,303 $ 143393 § 116,388
Adjustments to reconcile net earnings to net cash prov1ded by (used 1n) operating
activities:
Total amortization and depreciation . ... ....... .. ... 186,801 139,850 139,543
Provision for valuation ad)ustment of mortgage servicing nghts ............... 5,543 107,387 50,920
Gainonsale ofloans ...........0 ... . ..., e F TP " (387,311)  (300,800) (229,444)
Loss (gain) on ‘mortgage-backed- securmes 3 1<) S e 30,853 (4,439) (7,097)
Provision for loanlosses................... SO e T I 19,700 16,1534 22,022
Cuinulative cffect of a’change in accounting principle . .. R P — — 10,185
Net increase (decrease) in deferred tax liability .+ .....iooe oo nn s, : 57,942 (6,953) 101,549
Net decrease (increase) in mortgage servicing rights . ....o........ . oo ia. .. 7,527 (376) (3,063)
Net decrease (increase) in other assets and liabilities.......................... 87,573 (79,897) 23,541
Net cash provided by operating activities before activity for trading securities, loans
held for sale and premiums paid for derivative instruments ..................... 179,931 14,319 224,544
Net sales (purchases) of trading securities .. .............. PN IR - 597,848 (227,708) 1,512
Net purchases of loans held forsale ........ ... . .. .. oo i i (237,154)  (723,617)  (1,348,042)
Net (increase) decrease on premiums paid for derivative instruments .............. (93,043) 23,856 (36,163)
Net cash provided by (used in) operating activities. . . . . B 447,582 (913,150) (1,158,149)
Cash flows from investing activities: o ‘
Net (purchases) sales of and payments from loans held for investment ............. (3,655,817)  (529,004) 246,471
Net purchases of and payments from mortgage-backed securities available for sale . . . (43,774) - (361,476) (425,643)
Net increase in investment in Federal Home Loan Bank stock, at cost ............. (157,841) (55,447) (36,715)
Net purchases of property, plant and equipment .................... ... 0.t (102,600) (37,425) (27,430)
Net cash used in investing-activities ........... ... 0o i iun. oo (3,960,032)  (983,352) (243,317)
Cash flows from financing activities: ‘ ‘ ' ' .
Net increase (decrease) in deposits . ..o, P 1,210,271 (98,368) 2,440,731
Net increase in advances from Federal Home Loan Bank ........................ 2,212,914 722,170 +734,307
Net (decrease) increase in BOITOWINES ... ot vrte et s e i e et . (53,498) 1,436,374 (1,802,279)
Net proceeds from issuance of trust preferred securities and warrants .............. 58,962 —_ 168,564
Net proceeds from stock options and notes receivable......................... ... 33,635 11,294 24,346
Cash dividends paid . ........ ... .. . . . e RERRRTTRI (30,602) — —
Purchases of common stock ....................... D (467)  (131,543) (78,775)
Net cash provided by financing activities. .. ... o0 oo 3,431,215 1,939927 © 1,486,894
Net (decrease) increase in cash and cash equivalents. ... :. .00 .. ./ ol o . (81,235) 43,425 85,428
Cash and cash equivalents at beginning of period ............ T S 196,720 153,295 67,867
Cash and cash equivalents at end of period ....... o LTI e $ 115485 § 196,720 $ - 153,295
Supplemental cash ﬂovi; information: o . : oL ' . 7 .
Cash paid for interest.......... PR PP PO e $ 262,518 $ 268,842 $ 351,911
Cash paid for income taxes..... e e e e e S $ 42362 $ 57,595 2,777
Supplemental disclosure of noncash investing and financing activities: :
Net transfer of loans held for sale to loans held for invéstment ... ........" S $ 2,794,344  $ 473,959 638,216
Net transfcr of mortgage-backed s_écurities available for sale to trading ............. $  — $219,749 263,274
Net transfer of mortgage servicing rights to trading securities . . . . e P $ 47311 § 75371 —

:

The accompanying notes are an integral part of these statements.
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INDYMAC BANCORP, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1 — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

IndyMac Bancorp, Inc. is a savings and loan holding company. References to “IndyMac Bancorp” or the

“Parent Company” refer to the parent company alone while references to “IndyMac,” the “Company,” “we
or “us” refer to IndyMac Bancorp and its consolidated subsidiaries.

On July 1, 2000, IndyMac Bancorp acquired (the “acquisition”) SGV Bancorp, Inc. (“SGVB”). SGVB
was the parent of First Federal Savings and Loan Association of San Gabriel Valley, a federal savings
association. In conjunction with the acquisition, IndyMac Mortgage Holdings, Inc. reorganized into two
entities: IndyMac Bancorp, Inc., a registered savings and loan holding company and IndyMac Bank, F.S.B.
(“IndyMac Bank™), a federally chartered stock savings association, the deposits of which are insured by the
Federal Deposit Insurance Corporation (“FDIC”). Substantially all of the assets and operations of IndyMac
Bancorp and its subsidiaries were contributed to its subsidiary bank, IndyMac Bank.

Financial Statement Presentation

For the years ended December 31, 2003, 2002 and 2001 the consolidated financial statements include the

accounts of IndyMac Bancorp and its subsidiaries, including IndyMac Bank. All significant intercompany

balances and transactions with IndyMac’s subsidiaries have been eliminated in consolidation. The consoli-

" dated financial statements of IndyMac are prepared in conformity with accounting principles generally

accepted in the United States of America (“US GAAP”). Certain prior year amounts have been reclassified
to conform to the current year presentation.

Use of Estimates

The preparation of financial statements in conformity with US GAAP requires us to make estimates and
assumptions that affect the amounts of assets, liabilities, revenues and expenses reported and the disclosure of
- contingent assets and liabilities. Significant estimates include the allowance for loan losses, the secondary
market reserve and the value of our hedging instruments, mortgage servicing rights (“MSRs”), AAA-rated
interest-only securities, non-investment grade securities and residuals for which active markets do not exist.
Actual results may differ significantly from those estimates and assumptions.

Derivative Instruments

In seeking to protect our financial assets and liabilities from the effects of changes in market interest
rates, we have devised and implemented a comprehensive asset/liability management strategy that seeks, on
an economic and accounting basis, to mitigate significant fluctuations in our financial position and results of
~ operations. We invest in MSRs and AAA-rated and agency interest-only securities to generate core interest
income. The value of these instruments and the income they provide tends to be somewhat counter-cyclical to
the changes in production volumes and gain on sale of loans that result from changes in interest rates. With
regard to the pipeline -of mortgage loans held for sale, in general, we hedge this asset with forward
commitments to sell Fannie Mae (“FNMA™) or Freddie Mac (“FHLMC”) securities with comparable
maturities and weighted average interest rates. To hedge our.investments in AAA-rated and agency interest-
only securities and MSRs, we use several strategies, including buying and/or selling mortgage-backed or
U.S. Treasury securities, futures, floors, swaps, or options, depending on several factors. Lastly, we enter into

- . swap and swaption agreements to hedge the cash flows on FHLB advances in connection with interest rate risk

hedge on mortgage loans held for investment and mortgage-backed securities.

Effective January 1, 2001, we adopted the provisions of Statement of Financial Accounting Standards
(“SFAS”) No. 133, “Accounting For Derivative Instruments and Hedging Activities,” as amended and
interpreted (“SFAS 133”). SFAS 133 requires that we recognize all derivative instruments on the balance
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sheet at fair value. If certain conditions are met, hedge accounting may be applied and the derivative
instrument may be specifically designated as:

. (a) a hedge -of the exposure to changes in the fair value of a recognized asset or liability or
unrecognized firm commitment, referred to as-a fair value hedge

(b) a hedge of the exposufe to the variability of cash flows of a recognized asset, bliab'ility or
forecasted transaction, referred to as a cash flow hedge

(¢) a hedge of certain foreigh currency exposure

“In the case of a qualifying fair value hedge, changes in the value of the derivative instruments that are
highly effective (as defined in SFAS 133) are recognized in current earnings along with the change in value of
the designated hedged item. In the case of a qualifying cash flow hedge, changes in the value of the derivative
instruments that are highly effective are recognized in accumulated other comprehensive (loss) income
(*OCTI”), until the hedged item is recognized in earnings. The ineffective portion of a derivative’s change in
fair value is recognized through earnings. Upon termination of a cash flow hedge, the remaining cost of that
hedge is amortized over the remaining life of the hedged item. We have derivatives in place to hedge the
exposure to the variability in future cash flows for forecasted transactions through 2009. Derivatives that are
non-designated hedges, as defined in SFAS 133, are adjusted to fair value through earnings. We formally
document all qualifying hedge relationships, as well as our risk management objective and strategy for
undertaking each hedge transaction. We are not a party to any foreign currency hedge relationships.

Cash and Cash Equivalents

Cash and cash equivalents include non-restricted cash on deposit and overnight investments.

vMortgage-ABacked and U.S. Treasury Securities

Mortgage-backed and U.S. Treasury securities consist of U.S. Treasury securities, agency securities,
AAA-rated senior securities, investment and non-investment grade securities, AAA-rated and agency
interest-only and : principal-only securities, and residual securities. AAA-rated and agency interest-only
securities, and residual securities, as well as. the securities that the Company considers as-hedges of its AAA-
rated and agency interest-only securities, residual securities and MSRs, are carried as trading securities. All
other mortgage-backed securities are classified as available for sale. All securities are carried at fair value,
which is estimated based on market quotes, when available, or on discounted cash flow -techniques using
assumptions for prepayment rates, market yield réquirements and credit losses when market quotes are not
available. We estimate future prepayment rates based upon current and expected future interest- rate levels,
collateral seasoning and market forecasts, as well as relevant characteristics of the collateral underlying the
assets, such as loan types, prepayment penalties, interest rates and recent prepayment experience. These
assumptions are estimates as of a specific point in time and will change as interest rates or economic
conditions change. B

Securities classified as trading are carried at fair value with changes in fair value being recorded.through
current earnings. Accordingly, the hedge accounting provisions of SFAS 133 are not required. Unrealized
gains and losses resulting from fair value adjustments on investment and mortgage-backed securities available
for sale are excluded from earnings and reported as a separate component of OCI, net of taxes, in
shareholders’ equity. If we determine a decline in fair value of an available for sale security is other than
temporary, an impairment write down is recognized in current earnings. Realized gains and losses are
calculated using the specific identification method.
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Loans Held for Sale

Loans held for sale consist primarily of residential mortgage loans, which are secured by one-to-four
family residential real estate located throughout the United States. We originate and purchase mortgage loans
generally with the intent to sell them in the secondary market. Loans held for sale are carried at the lower of
aggregate cost, net of purchase discounts or premiums, deferred fees, deferred origination costs and effects of
hedge accounting, or fair value. We determine the fair value of loans held for sale using current secondary
market prices for loans with similar coupons, maturities and credit quality.

The fair value of mortgage loans is subject to change primarily due to changes in market interest rates.
Under our risk management policy, we hedge the changes in fair value of our loans held for sale primarily by
selling forward contracts on agency securities. We formally designate and document these hedging relation-
ships as fair value hedges and record the changes in the fair value of hedged loans held for sale as an
adjustment to the carrying basis of the loan through gain on sale of loans in current earnings. We record the
related hedging instruments at fair value with changes in fair value being recorded also in gain on sale of loans
in current earnings.

As part of our mortgage banking operations, we enter into commitments to purchase or originate loans
whereby the interest rate on the loans is determined prior to funding (“rate lock commitments™). We report
rate lock commitments as derivatives as defined in SFAS 133 and determine the fair value of rate lock
commitments using current secondary market prices for underlying loans with similar coupons, maturity and
credit quality, subject to the anticipated loan funding probability, or fallout factor. Similar to loans held for
sale, the fair value of rate lock commitments is subject to change primarily due to changes in interest rates. In
addition, the value of rate lock commitments is affected by changes in the anticipated loan funding probability
or fallout factor. Under our risk management policy, we hedge these changes in fair value primarily by selling
forward contracts on agency securities. Both the rate lock commitments and the related hedging instruments
are recorded at fair value with changes in fair value being recorded in current earnings in gain on sale of loans.

During the fourth quarter of 2003, the Securities and Exchange Commission (“SEC”) announced its
intention to issue accounting guidance requiring that rate lock commitments be treated as written options.
This guidance, if issued, would change the timing of the Company’s recognition of gain on sale revenue. Had
the guidance beeén applied during the fourth quarter of 2003, the revenue related to the fair value of rate locks
granted during the quarter would not have been recognized until the related loans were sold. This amount is
estimated to be roughly 50% of total quarterly gain on sale revenue. Since the time between rate lock and loan
sale is typically less than 90 days, this revenue would likely be recognized in the following quarter.

The SEC guidance is currently expected to be implemented as of April 1, 2004. This implementation is
expected to have a one-time negative impact on gain on sale revenues in the quarter implemented, but affects
only the timing of revenue recognition, generally by one quarter or less, not the ultimate amount of revenue
recognized over time. . A :

Our recognition of gain or loss on the sale of loans is accounted for in accordance with SFAS 140
“Accounting for Transfers and Servicing of Financial Assets and Extinguishments of Liabilities.” SFAS 140
requires that a transfer of financial assets in which we surrender control over the assets be accounted for as a
sale. to the extent that consideration other than beneficial interests in the transferred assets is received in
exchange. The carrying value of the assets sold is allocated between the assets sold and the retained interests
based on their relative fair values.
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SFAS 140 requires, for certain transactions completed after the initial adoption date, a “true sale”
analysis of the treatment of the transfer under state law as if the Corporation was a debtor under the
bankruptey code. A “true sale” legal analysis includes several legally relevant factors, such as the nature and
level of recourse to the transferor and the nature of retained servicing rights. The analytical conclusion as to a
“true sale” is never absolute and unconditional, but contains qualifications based on the inherent equitable
powers of a bankruptcy court, as well as the unsettled state of the common law. Once the legal isolation test
has been met under SFAS 140, other factors concerning the nature and extent of the transferor’s control over
the transferred assets are taken into account in order to determine whether derecognition of assets is
warranted, including whether the special-purpose entity (“SPE”) has complied with rules concerning
qualifying special-purpose entities.

The Company is not eligible to become a debtor under the bankruptcy code. Instead, the insolvency of
the Company is generally governed by the relevant provisions of the Federal Deposit Insurance Act and the
FDIC’s regulations. However, the “true sale” legal analysis with respect to the Company is similar to the “true
sale” analysis that would be done if the Company were subject to the bankruptcy code.

A legal opinion regarding legal isolation for each securitization has been obtained by the Company. The
“true sale” opinion provides reasonable assurance the purchased assets would not be characterized as the
property of the transferring Company’s receivership or conservatorship estate in the event of insolvency and
also states the transferor would not be required to substantively consolidate the assets and liabilities of the
purchaser SPE with those of the transferor upon such event. :

The securitization process involves the sale of the loans to one of our wholly-owned bankruptcy remote
special-purpose entities which then sells the loans to a separate, transaction-specific securitization trust in
exchange for cash and certain trust interests that we retain. The securitizarion trust issues and sells undivided
interests to third party investors that entitle the investors to specified cash flows generated from the securitized
loans. These undivided interests are usually represented by certificates with varying interest rates, and are
secured by the payments.on the loans acquired by the trust, and commonly include senior and subordinated
classes. The senior class securities are usually rated “AAA” by at least two of the major independent rating
agencies and have priority over the subordinated classes in the receipt of payments. We have no obligation to
provide funding support to either the third party investors or the securitization trusts. The third party investors
or the securitization trusts generally have no recourse to our assets or us and have no ability to require us to
repurchase their securities other than the standard representations and warranties. We do make certain
representations and warranties concerning the loans, such as lien status or rnortgage insurance coverage, .and if
we are found to have breached a representation or warranty we may be required to repurchase the loan from
the securitization trust. We do not guarantee any securities issued by the securitization trusts. The
securitization trusts represent “qualified special-purpose entities,” which meet the legal isolation criteria. of
SFAS 140, and are therefore not consolidated for financial reporting purposes.

In ‘addition to the cash the securitization trust pays for.the loans, we often retain certain interests in the
securitization trust as part of the trust’s payment to us for the loans. These retained interests may include
subordinated classes of securities, MSRs, AAA-rated interest-only securities, residual securities, cash reserve
funds, or an overcollateralization account. Other than MSRs and AAA-rated interest-only securities, these
retained interests are subordinated and serve as credit enhancement for the more senior securities issued by
the securitization trust. AAA-rated interest-only securities and residual interests retained are included in
securities classified as trading and other subordinated securities retained are included in mortgage-backed
securities available for sale on the consolidated balance sheets.

We usually retain the servicing function for the securitized mortgage loans. As a servicer, we are entitled
to receive a servicing fee equal to a specified percentage of the outstanding principal balance of the loans. We
may also be entitled to receive additional servicing compensation, such as late payment fees or prepayment
penalties.
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Transaction costs associated with the securitizations are recognized as a component of the gain or loss at
the time of sale.

" Loans Held Sor Investment

Loans are classified as held for investment based on management’s intent and ability to hold the loans for
the foreseeable future. Loans held for investment are recorded at their unpaid principal balance, net of
discounts and premiums, unamortized net deferred loan origination costs and fees and allowance for loan
losses. Loan origination fees and certain direct origination costs are deferred and recognized as adjustments to
income over the lives of the related loans. Unearned income, discounts and premiums are amortized to income
over the estimated life of the loan using methods that approximate the interest method.

Interest is recognized as revenue when earned according to the terms of the loans and when, in the
opinion of management, it is collectible. Loans are evaluated for collectability and, if appropriate, interest
accrual is discontinued and previously accrued interest is reversed.

Allowance for Loan Losses

We maintain an allowance for loan losses on loans held for investment. Additions to the allowance are
based on assessments of certain factors, including but not limited to, estimated probable losses on the loans,
borrower credit quality, delinquency, prior loan loss experience and general economic conditions. Additions to
the allowance are provided through a charge to earnings. Specific valuation allowances may be established for
loans that are deemed irnpaired, if default by the borrower is deemed probable, and if the fair value of the loan
or the collateral is estimated to be less than the gross carrying value of the loan. Actual losses on loans are
recorded as a reduction to the allowance through charge-offs. Subsequent recoveries of amounts previously
charged off are credited to the allowance. An allowance for loan losses is not provided for loans held for sale in
accordance with US GAAP. The estimated probable losses on these loans are included in the discount
recorded on loans held for sale.

We classify loans as impaired when, based upon current information and events, it is probable that we will
be unable to collect all amounts due, both principal and interest, according to the contractual terms of the loan
agreement. Loans are generally placed on non-accrual status when they are 90 days past due. Large groups of
smaller-balance homogeneous loans are collectively evaluated for impairment. Impairment is measured based
on the present value of expected future cash flows discounted at the loan’s effective interest rate, based on a
loan’s observable market price, or the fair value of the collateral if the loan is collateral dependent. Specific
factors used in the impaired loan identification process include, but are not limited to, delinquency status,
loan-to-value ratio, the condition of the underlying collateral, credit history, and debt coverage. For impaired
loans on non-accrual status, cash receipts are applied, and interest income is recognized, on a cash basis. For
all other impaired loans, cash receipts are applied to principal and interest in accordance with the contractual
terms of the loan and interest incomé is recognized on the accrual basis. Generally, a loan may be returned to
accrual status when all delinquent principal and interest are brought current in accordance with the terms of
the loan agreement and certain performance criteria have been met. Open-ended loans are charged off after
they are delinquent in excess of 120 days. The estimated loss upon liquidation on all other loans held for
investment are charged off upon foreclosure.

Secondary Market Reserve

The Company maintains a secondary market reserve for losses that arise in connection with loans that we
are required to repurchase from whole loan sales or securitization transactions. This reserve, which totaled
$34 million at December 31, 2003, has two general components: reserves for repurchases arising from
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representation and warranty claims; and reserves for disputes with investors and vendors with respect to
contractual obligations-pertaining to mortgage operations. Reserve levels are a function of expected losses
based on actual pending claims and repurchase requests, historical experience, loan volume and loan sales
distribution channels and the assessment of probable vendor or investor claims. While the ultimate amount of
repurchases and claims is uncertain, management believes that the reserves are adequate. We will continue to
evaluate the adequacy of our reserves and may continue to allocate a portion of our gain on sale proceeds to
these reserves going forward. Changes in the level of provision to this reserve impacts the overall gain on sale
margin from quarter to quarter. The reserve is included in other liabilities in the consolidated balance sheets.

- Mortgage Servicing Rights

We retain MSRs in connection with our mortgage banking operations. Under primary servicing
agreements, we collect monthly principal, interest and escrow payments from individual mortgagors and
perform certain accounting and reporting functions on behalf of the mortgage investors. Under master
servicing agreements, we collect monthly payments from various sub-servicers and perform certain accounting
and reporting functions on behalf of the mortgage investors.

We recognize MSRs as separate assets only when servicing is contractually separated from the underlying
mortgage loans by sale or securitization of the loans with servicing retazined or by separate purchase or
assumption of the servicing. The carrying value of mortgage loans sold or securitized is allocated between
loans and mortgage servicing rights based upon the relative fair values of each. Purchased MSRs are initially
recorded at cost. All MSRs are subsequently carried at the lower of the initial carrying value, adjusted for
amortization, or fair value. MSRs are amortized over the period of, and in proportion to, the estimated future
net servicing income.

Because a limited and illiquid market exists for MSRs, we determine the fair value of our MSRs using
discounted cash flow techniques. Using a model developed by a third party, we determine the fair value of
recognized MSRs by estimating the present value of anticipated future net cash flows. Estimates of fair value
involve several assumptions, including the key valuation assumptions about market expectations of future
prepayment rates, interest rates and discount rates, which are subject to change over time. Changes in these
underlying assumptions could cause the fair value of MSRs to change significantly in the future. For purposes
of impairment evaluation and measurement, we stratify our MSRs based on predominant risk characteristics,
including primary versus master servicing, underlying loan type, interest rate type, and interest rate band. To
the extent that the carrying value of MSRs exceeds fair value by individual strata, a valuation reserve is
recorded as a charge to service fee income in current earnings. Valuation reserves for each stratum are then
adjusted in subsequent periods to reflect changes in the measurement of impairment. Quarterly, we obtain
third party oplnlons of-value to test the reasonableness of our valuation models.

Foreclosed Assets

Real estate acquired in settlement of loans is initially recorded at the lower of cost or fair value less
estimated costs to sell through a charge to the allowance for loan losses. Subsequent operating activity and
declines in value are charged to earnings.

Goodwill and Other Intangzble Assets

Goodwill, representing the excess of purchase price over the fair value of net assets acquired, resulted
from acquisitions we have made. Through December 31, 2001, substantially all of our goodwill was amortized
using the straight-line method over 20 years. We also recorded a core deposit intangible asset in the
acquisition of SGVB. The core deposit intangible asset is being amortized using an accelerated method of
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amortization over a period of 10 years, which is the estimated life of the deposits acquired. We periodically
review our goodwill and other intangible assets for other-than-temporary impairment. If circumstances
indicate that other-than-temporary impairment might exist, recoverability of the asset is assessed based on
expected undiscounted net cash flows. Effective January 1, 2002, goodwill is no longer amortized, but rather is
tested for impairment annually as a result of the adoption of SFAS No. 142, “Goodwill and Other Intangible
Assets” (“SFAS 1427).

Fixed Assets

Fixed assets are included in other assets in the consolidated balance sheets at December 31, 2003 and
2002. Fixed assets are stated at cost, less accumulated depreciation and amortization. Depreciation is provided
using the straight-line method in amounts sufficient to relate the cost of depreciable assets to current earnings
over their estimated service lives. Estimated service lives of furniture and equipment generally range from
three to seven years and 20 to 40 years for buildings. Leasehold improvements are amortized using the
straight-line method over the lesser of the life of the lease or the service lives of the improvements.

Software Development

We capitalize external direct costs of materials and services consumed in developing or obtaining
internal-use computer software and direct salary costs relating to the respective employees’ time spent on the
software project during the application development stage. The estimated service lives for capitalized software
generally range from three to seven years. '

Income Taxes

. Deferred income taxes in the accompanying consolidated financial statements are computed using the
liability method. Under this method, deferred income taxes are provided for differences between the book and
tax basis of our assets and liabilities.

Stock-Based Compensation

Our stock-based compensation is provided to employees in accordance with the 2000 Stock Incentive
Plan, as amended, and the 2002 Incentive Plan, as amended and restated, which allow for the grant of various
types of awards (the “Awards”) including, but not limited to, non-qualified stock options, incentive stock
options, restricted stock awards, performance stock awards, and stock bonuses to our employees, including
officers and directors. Awards are granted at the average market price of our stock on the grant date.

As permitted by SFAS 123, “Accounting for Stock-Based Compensation” (“SFAS 123”), we continue
to recognize compensation expense using the intrinsic value method specified in Accounting Principles Board
Opinion No. 25, “Accounting for Stock Issued to Employees” (“APB 25”). Had compensation expense been
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recorded in ae‘cordanoe with SFAS 123, our-net after tax earnings and earnings per share would have been as
follows for the years ended December 31, 2003, 2002 and 2001:

Year Ended December 31,
2003 2002 2001

(Dollars in thousands,
except per share data)

Net Earnings

AS TEpOTted ... o S $171,303  .$143,393  $116,388
Stock-based employee compensatlon expense .......... (16,319)  (38,360)  (24,033)
Tax offect . .................. TR o 6,446 15,152 9,994
Adjusted. e e $161,430  $120,185  $102,329
Basic Eammgs Per Share o f '
wfAs reported ................. R e 2% 310 0% 247 0§ 191
‘Adjusted ... TR -8 29208 -207 8 168
Diluted Earnings Per Share ‘ ' ' S o
As reported .................................. S8 3010 0§ 241 S 184
© Adjusted. FRT SO L0088 2848 202§ 162

In addmon during the years ended 2003, 2002, and 2001 we recognized compensation expense of
$2.3 million ($1.4 million, net of taxes), $1.6 million ($980,000, net of taxes), $2.3 million ($1.4 million; net
of taxes), respectively, related to restricted  stock awards. These expenses were included in net earmngs as
reported. »

. The fair value. of each option grant is estimated on. the date of grant using the Black-Scholes option-
pricing -model. The following weighted average assumptions were used for grants in 2003, 2002, and 2001:
dividend yield ranging from 0% to 3.1%; expected volatility ranging from 28.2% to 39.6%; risk-free interest
rates ranging from 3.2% to 5:4%, and expected lives for options granted ranged from three to five years for each
of the three years ended December 31, 2003."The weighted average fair value of options granted: durmg, 2003,
2002 -and 2001 was $6.11, $7.82, and $8 03 per share, respectively. .

New Accounting Pronouncements

- During 2003, the Financial Accounting Standards Board {(“FASB”) issued several new accounting
pronouncements related to our industry:

> » SFAS No. 149, “Amendment of FA’SB Statement No. 133 on Derivative and- Hedging Transactions”

.+ SFAS No. 150, “Accounting for Certain Financial Instruments with Charactenstlcs of Both Llabﬂmes
-~ .. and Equity” : : .

e Finaneial'Interpretdtion No. 46, “Consolidation of Variable Interest Entities™
. SFAS No. 132 R, f‘Employers"_D'isclosures about Pensions and Other Postretirement Beneﬁts”

» Staff Position FAS 140-1; “Accounting for Accrued Interest Receivable Related to Securitized and
Sold Receivables under FASB Statement No. 140, Accountmg for Transfers and Servzcmg of
 Financial Assets and Extmgulshments of Liabilitles” :

. Staﬁ' Position 144-1, “Determlncttlon of Cost Basis for Foreclosec[ Assets under FASB Statement
No. 15, Accounting by Debtors.and Creditors for Troubled Debt Restructurings, and the Measurement
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* - of Cumulative Losses Previously Recognized under Paragraph 37 of FASB Statement No. 144,
Accounting for the Impairment or Disposal of Long-Lived Assets”

o Staff Position 146-1, “Determining Whether a One-Time Termination Benefit Offered in Connection
with an Exit or Disposal Activity is, in Substance, an Enhancement to an Ongoing Benefit
Arrangement”

+ Staff Position FIN 45-1, “Accounting for Intellectual Property Infringement Indemnifications under
FASB Interpretation No. 45, Guarantor’s Accounting and Disclosure Requzrements Sfor Guarantees,
Including Indirect Guarantees of Indebtedness of Others”

« Staff Position FIN 45-2, “Whether FASB Interpretation No. 45, Guarantor’s Accounting and
Disclosure Requirements for Guarantees, Including Indirect Guarantees of Indebtedness of Others,
Provides Support for Subsequently Accounting for a Guarantor’s Liability at Fair Value”

We adopted Financial Interpretation No. 46 on July 1, 2003 and deconsolidated the capital trusts formed
in connection with the issuance of trust preferred securities, which had a very minimal effect on the
consolidated financial statements. We are not aware of any other relationships that we have entered that are
impacted by Financial Interpretation No. 46. See further discussion at Note 11.

Implementation of all other accounting pronouncements did not have any impact on our consolidated
financial statements during 2003. We are not currently involved in any transactions which we would expect
these new accounting pronouncements to have any material impact on our future results of operations,
ﬁnan01a1 posmon or hqu1d1ty

NOTE 2 — SEGMENT REPORTING

IndyMac operates through its three main segments: IndyMac Mortgage Bank, IndyMac Consumer Bank
and the Investment Portfolio Group. IndyMac Mortgage Bank provides consumers with mortgage products
through relationships with the Company’s business customers — mortgage brokers, mortgage bankers,
financial institutions, real estate professionals and homebuilders. IndyMac Consumer Bank provides the
platform for the mortgage and deposit services.that IndyMac offers directly to consumers. Loans produced by
IndyMac Mortgage Bank and IndyMac Consumer Bank are then securitized through the issuance of
mortgage-backed securities, sold to government-sponsored enterprises, resold in bulk whole loan sales to
investors, or transferred to and retained by our Investment Portfolio Group. The Investment Portfolio Group
serves as the main link to customers whose mortgages we service. Through its investments in single-family
residential mortgages, mortgage-backed securities and mortgage servicing rights, the Investment Portfolio
Group serves a critical support function for IndyMac’s mortgage lending operations.

Prior to 2003, we managed our business through only two operating segments: Mortgage Banking and
Investment Portfolio. Previously, our consumer mortgage loan production business units were included with
Mortgage Banking, and our consumer banking operations were included as overhead to the Company, or
“QOther.” Segment information for 2002 and 2001, including a change in the allocation method of interest
expense to the operatirg segments, has been adjusted to conform to the current method of segment disclosure.

The profitability of each operating segment is measured on a fully-leveraged basis after allocating capital
based on regulatory capital rules. The Company uses a match-funded transfer pricing system to allocate net
interest income to the operating segments. Each operating segment is allocated funding with maturities and
interest rates matched with the expected lives, repricing frequencies and financing liquidities of the segment’s
assets. Deposits receive a funding credit using a similar methodology. The difference between these allocations
and the Company’s actual net interest income and capital levels resuiting from centralized management of
funding costs is reported in Other. Also included in Other are unallocated corporate costs such as corporate
salaries and related expenses, excess capital, and non-recurring corporate items.
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Segment information for the years ended December 31, 2003, 2002, and 2001 was as follows:

Mortgage Consumer Investment

Other Consolidated

Banking Banking Portfolio
(In thousands) .-

2003 . .
Net interest income (expense) ...... $ 186066 $§ 51,305 §. 110,809
Net revenues (expense) ............ 519,217 - 174,504 100,614
Net earnings (10SS) . ............... 202,390 48,264 34,557
Assets as of December- 31, 2003 ... .. $3,784',219 $1,110,292  $8,118,153
2002 . S
Net interest income (expense) . ... .. $ 154971 $ 34916 § 70,877
Net revenues (expense) ........... . 435,586 119,973. . 98,585
Net earnings (loss) . ... ... e . 172,118 28,246 56,994
Assets as of December 31,2002 ... .. $3,434,576  $§ 862,596  $4,945,188
2001 - S ‘ » ‘
Net interest income (expense) .. .... $ 126230 §$§ 15595 $ 91,516
Net revenues (expense) ............ 355,796 63,971 109,087

Earnings (loss) before cumulative
effect of a change in accounting

principle . ......... .. .. VI 129,813 202 : 44,893
Cumulative effect of a change in _

accounting principle ............. 21 .. — (10 206)
Net earnings (loss)................ 129,834 202 34,687
Assets as of Dccember 31,2001 ..... $3 600,253 § 312,757  $3,509,937

NOTE 3 — MORTGAGE BACKED AND U.S. TREASURY SECURIT[ES

$(37,243) § 310,937

(86,196) . 708,139
(113,908) - 171,303
$227,727 - $13,240,391

$(51,476) $ 209,288
(78,838) - 575,306
(93,965) 143,393

$332,094 $ 9,574,454

$(30, 719) '$ 202,622
(30,714) 498,140

(48,335) 126,573
— (10,185)
(48,335) 116,388

$ 74364 § 7,497,311

As of December 31, 2003 and 2002, our mortgage- -Backéd and U.S. Tré asury securities were comprlsed of

the fol]owmg

]jecember 31A,

2003 2002

Mortgage-backed, U.S. Treésury .é'ecurities and notes —‘Trading

(In thousands)

AAA-rated and agency interest-only strips............. ... ... ... $ 146,179 $ 187,060
AAA-rated principal-only: secumtles ...... e Lo 8,518 79,554
AAA-rated agency securities ............... PR e — 25055
AAA-rated non-agency securities ................. e — .- 101,185
U.S. Treasury securities ............. e L S 282,219
Other investment-grade securities ........ . R R 8,922 - 9114
Other non-investment grade securities. ...................... - 1,760 . 2,956

. Non-investment ‘grade residual securities . ...................... 58,253 78,740
- Total mortgage-backed, U.S. Treasury securities and notes —

Trading ........ P RS P co.. § 223,632 © § 765,883
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December 31,
2003 2002
(In thousands)

Mortgage-backed securities — Available for sale

AAA-rated agency securities . ........... it $ 25,193 § 123,269
AAA-rated non-agency securities ............. e 1,407,984 1,406,321
AAA-rated agency notes. . .......... ... e 143,689 —
Other investment grade securities ................ e 26,926 - 39,258
“Other non-investment grade securities. .. ....................... © 10,182 4,362

Total mortgage-backed securities — Available for sale .......... $1,613.974  $1,573,210

Contractual maturities of the mortgage-backed and U.S. Treasury securities generally range from 10 to
30 years. Expected weighted average lives of these securities generally range from several months to five years
due to borrower prepayments occurring prior to the contractual maturity.

The following table summarizes the amortized cost and estimated fair value of mortgage-backed
securities classified as available for sale:

December 31, .

2003 2002
{In thousands)
Amortized cost . ............ e PUTUI | $1,622,906  $1,573,193
Gross unrealized holding gains ... ........ .. i i 5,714 6,253
. Gross unrealized holding losses ... ... ... . i i, (14,646) (6,236)

Estimated fair value. ... ... oo $1,613,974  $1,573,210

We value AAA-rated and agency interest-only securities using an option-adjusted spread (“OAS”)
methodology, in which discount rates and future cash flows vary over time with the level of rates implied by
each of 200 randomly-generated forward interest rate paths. When available, market information is used to
validate these assumptions. The prepayment rates used to value our AAA-rated and agency interest-only
securities portfolio are based primarily on four-factor prepayment models which incorporate relative weighted
average coupon (“WAC”), seasoning, burnout, and seasonality, as well as expectations of future rates implied
by the forward LIBOR/swap curve. At December 31, 2003, the weighted average constant lifetime
prepayment rate assumption was 17.2%, and the implied yield was 9.8%. The actual constant prepayment rate
was 34.0% for the three months ended December 31, 2003. )

The fair value of our residual securities is determined by discounting estimated net future cash flows,
using discount rates that approximate current market rates and expected prepayment rates. Estimated net
future cash flows include assumptions related to expected credit losses on these securities. We maintain a
model that evaluates the default rate and severity of loss on the residual securities’ collateral, considering such
factors as loss experience, delinquencies, loan-to-value ratio, borrower credit scores and property type. The
following table details the assumptions used in valuing the residual securities as of December 31, 2003 and
2002: :

December 31,

2003 2002
Prime Subprime . Prime Subprime
Weighted average discount rate . ..................... 158%  23.6% 152% 27.1%
Projected prepayment rate ... ........ ... .. ... ..., 26.3% 33.4% 18.9% 32.1%

Remaining cumulative losses ........................ 0.5% 2.3% 0.7% 2.8%
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The fair value of all of our other investment and non-investment grade mortgage-backed and
U.S. Treasury securities is estimated based on discounted cash flow techniques using assumptions for
prepayment rates, market yield requirements and credit losses, and market information when available.

Effective January 2001, we adopted the provisions of Emerging Issues Task Force 99-20, “Recognition of
Interest Income and Impairment on Certain Investments” (“EITF 99-207). EITF 99-20 provides guidance
on how transferors that fetain an interest in a securitization transaction, and companies that purchase a
beneficial interest in such a transaction, should account for interest income and impairment. EITF 99-20
concluded that the holder of a beneficial interest should recognize interest income over the life of the
investment based on an anticipated yield determined by periodically estimating cash flows. Interest income is
to be revised prospectively for changes in cash flows. If the fair value of the beneficial interest has declined
below its amortized cost and the decline is other than temporary, EITF 99-20 states that an entity should
apply impairment of securities guidance using the fair value method. This method differs significantly from the
previous accounting method under which impairment was measured using a risk-free rate of return.

The adoption of EITF 99-20 in" January of 2001 was recorded as a cumulative effect of a change in
accounting principle and had the following effects on net earnings and OCI during the first quarter of 2001:

Adjustments
Other Net
After-tax Comprehensive Equity
Earnings Income Impact

(In thousands)
Core operations:

Investment grade securities ......... ..., $ (297) § 297 £ -
Other non-invesiment grade securities ........... ... . ... ce (459) 459 —
Residual securities . .. ........ oo, PR __(607) 607 —

Total core operations. ...........coieri i, (1,363) 1,363 -

Non-core operations: »
Manufactured housing securities: .. ) .
Other non-investment grade securities ..............0....... (6,612) 4,867 (1,745)

Residual securities .. ... _(2,231) 1,889 (342)
Total non-core operations . ..., _(8,843) 6,756 (2,087)
Cumulative effect of a change in accounting principle — EITF 99-20  (10,206) 8,119 (2,087)
Cumulative effect of a change in accounting principle — SFAS 133 .
(SeeNote 14) ... e 1) — 21
Total cximulatiye effect of a change in accounting principle ........ &)_,__1__8_2) $8,119 $(2,066)

In addition, as a result of our periodic reviews for impairment in accordance with EITF 99-20, during the
year ended December 31, 2003, we recorded $2.3 million in impairment charges on available for sale
securities. ’
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NOTE 4 — LOANS RECEIVABLE

A summary of loans receivable follows:
December 31,

2003 2002
. (In thousands)
Principal balance of mortgage loans held forsale .................. $2,500,504  $2,165,662
_ Adjustments: : :
Unamortized premiums and fees ................ ... ... ....... B 37,525 22,172
Hedge effects and other valuation adjustments ... .. e L 35,219 39,849
Total mortgage loans held forsale........................... $2,573,248  $2,227,683
Principal balance of mortgage loans held for investment ............ $5,671,956  $2,495,718
Adjustments:
Unamortized premium and fees .. ........ ... . ... ... ... 111,021 44,134
Allowance for loan losses . ....... .. .. i {30,206) (25,055)
Total mortgage loans held for investment ..................... $5,752,771  $2,514,797
Outstanding commitments on construction and income property loans .. $1,666,158  $1,424,057
Adjustments:
Unamortized net deferred loanfees............................ 50 (2,261)
Allowance for loan losses . ......... .. i (22,439) (25,706)
Total construction and income property loans ................. 1,643,769 1,396,090

Total loans receivable .. ... .. . i $9,969,788  $6,138,570

The overall adequacy of the allowance for loan losses is based on the allowance in its entirety. The
allocation amongst the various loan products is representative of our judgments and assumptions at a specific
point in time and may be reallocated in the future based on changes in performance and other circumstances.

* - Substantially all of the mortgage loans that we acquired are non-conforming loans secured by first liens
on_single-family residential properties. Approximately 61% of the principal amount of mortgage loans
receivable at December 31, 2003 was collateralized by properties located in California.

Our impaired loans by collateral type consist of the following:

December 31,

2003 2002
_ (In thousands)
Builder construction 10ans . ... ... o $ 9704 $ 9,275
Consumer construction 0ans . ........... .t 8,953 10,257
SPECIfiC TESEIVES . . .ottt (2,161)  (4,168)
Total impaired 10anS ... ... . $16,496  $15,364
Average balance during the year ........ ... . ... it $18,420  $24,658

If interest on impaired construction loans had been recognized, such income, net of recoveries, would
have been $1.4 million and $3.7 million during the years ended December 31, 2003 and 2002, respectively.
Interest income of $0.5 million and $0.7 million was recognized on a cash basis on impaired construction loans
for the years ended December 31, 2003 and 2002, respectively.
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NOTE § — ALLOWANCE FOR LOAN LOSSES

Our determination of the level of the allowance for loan losses and, correspondingly, the provision for loan
losses, is based upon judgments and assumptions about various matters, including general economic
conditions, loan portfolio composition, prior loan loss experience, delinquency trends and our ongoing
examination process. The allowance for loan losses of $52.6 million is considered adequate to cover losses
inherent in the loan portfolio at December 31, 2003. However, no assurance can be given that we will not, in
any particular period, sustain loan losses that exceed the allowance, or that subsequent evaluation of the loan
portfolio, in light of then-prevailing factors, including economic conditions, credit quality of the assets
comprising the portfolio and the ongoing examination process, will not require significant changes in the
allowance for loan losses. '

The table below summarizes the chénges to the allowance for loan losses for the years ended:

December 31,
2003 2002 2001
(In thousands)

Core portfolio loans:

Balance, beginning of period ........... . ... .. ... .. ... $41,314  $ 41,770  $ 43,350
Provision for loan losses .. ... . . i e 12,875 9,807 5,985
Charge-offs net of recoveries : —
SFR mortgage 1oans . ...t (3,388) (5,783) (3,073)
Land and other mortgage loans......................... (1) (1,658) —
Bujldcr construction ............ o i (3,268) (2,584) (3,879)
Consumer construction . .. ... vvuturnn i, (1,378) (238) (613)
Charge-offs net of recoveries . ................o L (8,545)  (10,263) (7,565)
Balance, end of period ........... . ... . i 45,644 41,314 41,770
Discontinued product lines:
Balance, beginning of period .................... ... ... 9,447 15,930 15,612
Provision for loan-Josses ... oo 6,825 6,348 16,037
Charge-offs net of recoveries . ........................ (9,271)  (12,831) (15,719)
Balance, end of period ....... ... .. i 7,001 9,447 15,930
Total allowance for loan losses ......... ... $52,645 % 50,761 $§ 57,700

NOTE 6 — MORTGAGE SERVICING RIGHTS

The carrying value of our capitalized MSRs was $443.7 million and $300.5 million at December 31, 2003
and 2002, respectively. During 2003 and 2002, IndyMac modified its agreement with one of the government
sponsored enterprises (“GSEs”) resultirig in the bifurcation of the fee the Company retains to service loans
sold to the GSE. Previously, the entire contractual servicing fee was capitalized on the consolidated balance
sheet as MSRs. Under the new agreement, the contractual servicing fee is separated into a reduced servicing
fee of 25 basis points (the base servicing fee) and an excess yield strip for amounts above the base servicing
fee. The base servicing fee continues to be capitalized as MSRs, while the excess yield strip is now included in
trading securities and accounted for similar to the AAA-rated interest-only securities. While the amount of
the total servicing fees and related cash flow expected to be derived from servicing the loans were not impacted
by the modification, the change in consolidated balance sheet classification will result in two primary benefits.
First, the excess yield strip will be marked-to-market through the income statement and will no longer be
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subject to the lower of cost or market limitations applicable to MSRs. This will directly align the hedge
accounting treatment for the asset with actual economic hedging results. Second, the excess yield strip is now
risk weighted at 100% for regulatory capital purposes instead of the higher requirement for MSRs. During
2003 and 2002, IndyMac reclassified $47.3 million and $75.4 million, respectively, of capitalized MSRs to
trading securities pursuant to this agreement.

The assumptions used to value MSRs at December 31, 2003 and 2002 follow:

Actual Valuation Assumptions
Remaining
3-month Wtd. Lifetime
Book Collateral Gross  Servicing  Prepayment Avg. Prepayment  Discount
Value Balance WAC Fee Speed Multiple ~Speeds (CPR) Yield
(Dollars in thousands)
December 31, 2003 ... $443,688 $30,773,545 6.53% 0.32% 31.0% 4.51 16.8% 10.0%
December 31, 2002 ... $300,539 $28,375897 7.56% 0.33% 40.7% 3.21 22.0% 9.5%

The changes in MSRs are as follows:
Year Ended December 31,

2003 2002 2001
{In thousands)
Balance at beginning of period ......................... $300,539  $ 321,316  $211,127
Additions ... 291,849 230,894 229,825
Conversion of MSRs to interest-only strips . .............. (47,311) (75,371) —
Clean-up calls exercised . . ... ... .. ... .o i, (10,256) (685) —
Scheduled amortization ........... .. ... ... ... (85,590) (68,228)  (68,716)
“Valuation/impalrment ............ .. i (5,543) (107,387)  (50,920)
Balance at end of period ........... ... ... ... ... ... $443,688 § 300,539  $321,316

Changes in the valuation allowance for impairment of MSRs are as follows:
Year Ended December 31,

2003 2002 2001
(In thousands)
Balance at beginning of period ..................... ... $(179,586) § (72,440) $(21,948)
Provision for valuation ........... ... ... . oo, (5,543)  (107,387)  (50,920)
Clean-up calls exercised . .. ... ... ..., . 10,107 — —
Permanent impairment . ........ ... oo oo 115,315 — —
Other ... . 178 241 428
Balance atend of period ......... ... . ... oL $ (59,529) $(179,586) $(72,440)

NdTE 7 — INVESTMENT IN FEDERAL HOME LOAN BANK STOCK

“The investment in Federal Home Loan Bank stock consisted of capital stock, at cost, totaling
$313.3 million and $155.4 million as of December 31, 2003 and 2002, respectively. Total dividend income
recognized was $9.6 million, $6.3 million and $4.8 million, respectively, in 2003, 2002 and 2001. We earned a
yield of 4.2% and 5.7% in 2003 and 2002, respectively. The investment in Federal Home Loan Bank stock is
required to permit IndyMac Bank to borrow from the Federal Home Loan Bank of San Francisco.
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NOTE 8 — OTHER ASSETS

The major components of other assets are as follows:
December 31,

2003 2002
) (In thousands)

Fixed assets and software development ... ...... ... .. ... ... .. ..... $140,421 § 65,425
Hedging related deposits .. .. ... ..t 17,457 67,065
Accounts receivable . ... ... . 68,991 47,311
Derivative financial instruments at fairvalue ......................... 138,959 77,325
Servicing related aAVANCES . ... ... e 38,016 37,997
Investment in non-consolidated subsidiary ......... ... ... .. . ..., 7,802 —
O RET . o e 39,762 30,802

Total other assets . ............ ... i, $451,408 $325,.925

The increase in fixed assets and software development was primarily due to the purchase, in December of
2003, of an office building located in-Pasadena, California in which we previously leased space for our
mortgage banking headquarters. Hedging related deposits represent margin deposits with our clearing agent or
counterparties associated -with our hedge positions. For further information on our derivative financial
instrurments, see “Footnote 14 — Derivative Instruments.” '

Software development and fixed assets included in other assets are detailed below:
December 31,

2003 - 2002
(In thousands)

Software development .. ... e e IR - $56,234  §39471
Accumulated amortization . ......... ... e (26,410) (15, 014)

Net software development................. .. ... ... 29,824 24,457
Data processing equipment . ... ...ttt i e 50,701 35,245
Furniture and equipment........... P ... 028241 19916
Leasehold improvements. .. ... 9,919 -5,023
Land and buildings ....... OO 55,006 - 7,541

Subtotal . ... 143,867 - 67,725
Accumulated depreciation. ........... . (45,099) (28,904)
Land ... P Lol 11,829 2,147

Total software development and fixed assets ................. . $140,421  $65,425

Software development consists primarily of our internal loan approval and pricing system, e-MITS®
(Electronic Mortgage Information and Transaction System), software for our banking system (including
Internet banking), loan origination and processing systems, and other purchased and 1ntemally developed
software.

Deprec1at1on and amortization expense was $27.6 mllhon $19.5 million, and $1 5 1 mllhon for the years
2003, 2002, and 2001, respectively.
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NOTE 9 — DEPOSITS

A summary of the carrying value of deposits, rates, and maturities of certificates of deposit follows:
December 31,

2003 2002
Amount Rate Amount Rate
K (Dollars in thousands)
Non interest-bearing checking . ..................... $ 44353 00% $ 38426 0.0%
Non interest-bearing checking — Loan servicing ' '
accounts ....... D 528,643 0.0% 497,466 0.0%
Interest-bearing checking . .. ...........cvueeeeei... 39,761  0.9% 37,867  0.9%
Savings ................. B 1,515,852 1.8% 635607 2.3%
Total core deposits . ............oouueeeeeeen.. 2,128,609 13% 1,209,366  1.2%
Certificates of deposit, due:
Withinone year...........coiiiinnnenenn .. 1,642,592  2.4% 1,324980 3.5%
One totWo Years ... ...t 457,229 3.4% 344,675 4.2%
Two to three years ...........covviininnnn.. 102,275  46% 174,024 52%
Three to four years ......... ... ... i, C 17,412 3.8% 76,694  5.1%
Fourtofive years .......... ... iiiininnon, 2,656 3.0% 10,468  4.2%
Overfiveyears......... ..., — — 295 4.2%
Total certificates of deposit .................... 2222164  2.7% 1,931,136 3.8%
© Total deposits. .. ... $4,350,773 2.0% $3,140,502 2.8%

The interest expense by deposit type for the years ended December 31, 2003, 2002 and 2001 are
summarized as follows:
Year Ended December 31,

2003 2002 2001
{In thousands)
Interest-bearing checking .. .......... ... ... $ 350 $ 435 § 467
SaVINGS . .\t 24,623 13,313 10,775
Certificates of deposit........ ... .o 62,855 91,440 87,539
Total interest expense on deposits. .........o.oovvieenn. .. $87,828  $105,188  $98,781

The following table summarizes certificates of deposit in amounts of $100,000 or more by maturity:
December 31,

2003 2002
(In thousands)
Three months or less . ................ I $109,813  $167,258
" Three to siX MONthS . . ... v 200,091 131,769
Six to twelve months . ... .. 306,067 240,787
Over twelve Months . ... ... . e 237,634 244,395
Total certificates of deposit = $100,000 e $853,605  $784,209
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NOTE 10 — ADVANCES FROM THE FHLB

As a member of the FHLB, we maintain a ¢redit line that is based largely on a percentage of total
regulatory assets. Advances totaled $4.9 billion at December 31, 2003 and $2.7 billion at December 31, 2002,
and are collateralized in the aggregate by loans, securities, all FHLB stock owned and by deposits with the
FHLB. The maximum amount of credit that the FHLB will extend for purposes other than meeting
withdrawals varies from time to time in accordance with its policies. The interest rates charged by the FHLB
for advances typically vary depending upon maturity, the cost of funds of the FHLB, and the collateral for the
borrowing. :

Scheduled maturities of advances from the FHLB were as follows:

December 31, 2003 December 31, 2002
Amount Rate Amount Rate
. ) (Dollars in thousands)
Within one year. . .. ... SRR B $3,679.911  1.6% $1,592,918 2.7%
One to tWo years . ......oovueern .. e 610,000 2.4% 443,865 5.3%
Two to three years ................. Y e T e 375,000  3.1% - 200,000 3.4%
Three to fouryears ...................... Cieceeo.oooottc 190,000 3.8% 215,000 3.4%
Four to five years ....... ............ [ X 80,000 3.6% 190,000 3.8%
Overfive years . ... i - = 80,000 - 3.6%
Total ...\ SR S PP Lo 84934911 19% $2,721,783  3.4%

Financial data pertaining to advances from the FHLB were as follows: . _ :
‘ Rate/Amount December 31,

2003 2002

(Dollars in thousands)
Weighted average coupon rate, end of year ....................... 1.9% 3.4%
Weighted average rate during the year, including hedge effect ... ... 3.0% 4.9%
Average balance of advances from FHLB ................... Ce $3,820,076 - $2;092,972
Maximum amount of advances from FHLB at'any month end ....... $5,144,907 $2,777,273
Interest expense for the year ........... R ', .. 3 1'13 032§ 101,647

Included in the portfolio of advanc«.s from the FHLB as of December 31, 2003 were $200 million of
advances subject to call features which are at the Companys discretion, and no advances subject to put
options. As of December 31, 2002, the portfolio of advances included $15 mllllon of advances subject to put
options and no advances subject to call features

:We had $667 million and $413 million of unused committed ﬁnancmg from the FHLB at December 31,
2003 and. 2002 respectlvely
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NOTE 11 — OTHER BORROWINGS

Other borrowings of the Company consisted of the following:

December 31,
2003 2002
(In thousands)

Loans and securities sold under égreements to repurchésc ........... $2,438,059  $2,401,554

Trust preferred debentures ....... P 183,643 116,819
Revolving syndicated bank credit facilities ........................ 185 69,185
Collateralized mortgage obligations . .................. ... ....... 207 20,976

$2,622,094  $2,608,534

Loans and Securities Sold Under Agreements to Repurchase

We sold, under agreements to repurchase, securities of the U.S. government and its agencies, specific
loans and other approved investments to various broker-dealers pursuant to committed and uncommitted
credit facilities totaling $2.8 billion at December 31, 2003. The amounts outstanding under these repurchase
agreements were $2.4 billion at December 31, 2003 and 2002. Our outstanding repurchase agreements have an
average maturity of less than 30 days.

These repurchase agreements generally reprice on an overnight-to-one-month basis for loans, and a one-
to-three-month basis for securities, bearing interest at rates indexed to LIBOR or the federal funds rate, plus
an applicable margin. For the years ended December 31, 2003 and 2002, the weighted average borrowing rate
on repurchase agreements was 2.0% and 2.9%, respectively. We were in compliance with all material
representations, warranties and financial covenants under these repurchase agreements at December 31, 2003
and 2002.

Trust Preferred Debentures, Securities and Warrants

On November 14, 2001, we completed an offering of Warrants and Income Redeemable Equity
Securities (“WIRES”) to investors. Gross proceeds of the transaction were $175 million. The securities were
offered as units consisting of a trust preferred security, issued by a trust formed by us, and a warrant to
purchase IndyMac Bancorp’s common stock. The proceeds from the offering are intended to be used in
ongoing operations and fund future growth and/or repurchases of IndyMac Bancorp stock under its share
repurchase program. In each of the months of July and December 2003, we issued an additional $30 miltion of
trust preferred securities, yielding 6.16% and 6.45%, respectively. The proceeds of these securities will also be
used in operations. These securities did not contain any warrants on IndyMac Bancorp common stock.

Upon the adoption of FASB Interpretation No. 46, Consolidation of Variable Interest Entities, an
Interpretation of Accounting Research Bulletin (ARB) No. 51, on July 1, 2003, the trusts have been
deconsolidated from the consolidated financial statements of the Company. Our investment in these non-
consolidated trusts totaled $7.8 million at December 31, 2003 and is included in other assets. Trust preferred
debentures, representing the liabilities due from IndyMac Bancorp to IndyMac Capital Trusts, amounted to
$183.6 million and $116.9 million at December 31, 2003 and 2002, respectively. The increase in this balance is
primarily due to the issuance of $60 million of trust preferred securities during the second half of 2003.
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Revolving Syndicated Bank Credit Facilities

In July of 2002, we renewed a committed credit facility in the aggregate amount of $100 million with
Bank of America, which matures in February of 2005. This credit facility will continue to finance single-family
residential mortgage loans, construction-to-permanent loans, lot loans, builder tract loans and MSRs. The
Bank’s $400 million credit facility with Bank of America matured on December 31, 2002, and we elected not
to renew this facility. -

Interest rates are based on LIBOR or the federal funds rate plus an applicable margin, which may vary by
the type of collateral. The applicable margin and a facility fee are determined based on our investment rating.
For the years ended December 31, 2003 and 2002, the weighted average borrowing rate under these facilities
was 2.1% and 3.8%, respectively. The amount of borrowing cutstanding under these facilities at December 31,
2003 and 2002 was $0.2 million and $69.2 million, respectively. At December 31, 2003 and 2002, we were in
compliance with all representations, warranties and financial covenants under these revolving credit facilities.

Collateralized Mortgage Obligations

Collateralized mortgage obligations (“CMOs”) are secured by a pledge of mortgage loans, mortgage-
backed securities and. residual cash flows from such securities. As required by the indentures relating to the
CMOs, the.pledged collateral is held in the custody.of trustees. The trustees collect principal and interest
payments on the underlying collateral, reinvest such amount in the GICs, and make corresponding principal
and interest payments on the.CMOs to.the bondholders. Our;net equity investments in CMOs amounted to
" $152,000 and $2:4 million at December 31, 2003 and. 2002, respectively. The weighted average coupon on

CMOs was-11.5% and 7.0% at-December 31, 2003 and 2002, respectively. ‘

. Commitment Fees

At December 31, 2003 and 2002, we had deferred commitment fees totaling $1.7 million and
$1.3 million, respectively, net of accumulated amortization of $2.5 million and $4.8 million, respectively. We
amortize these fees over the contractual life of the borrowings.

Pledgéd Borrowiitgs

We pledged certain of our loans and securities for our borrowings, which mainly consist of advances from
FHLB and loans and securities sold under agreements to repurchase. The following table provides information
related to such pledged assets-as of December 31, 2003 and 2002.

December 31,

2003 2002
. o : (In millions)
Loans pledged for FHLB ........... T $5,579  $2,519
Securities pledged for FHLB ©................. . e 362 610
Loans pledged for repurchase agreements. . ..., 1,726 1,669
Securities pledged for repurchase agreements .............c.ooooiviniii... 1,238 1,446
Loans pledged for other ............... e e _ 31 122
Total pledged ........... P P . e $9,222  $6,366
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As of December 31, 2003, pledged assets exceeded our borrowings by approximately $1.8 billion. The
excess collateral was held by a trustee and pledged to our lenders. The following table details the amounts
allocated amongst the various lcnders

December 31,

(In millions)
Merrill Lynch . ... .. $ 235 § 411
Morgan Stanley .................... F P 121 109
UBS Warburg ............... L I 159 163
FHLB oot e [ .. 1,006 407
Bank of America ........... ... ... ... i T - 115 52
Federal Reserve ............. e e e 202 —
Other........ e R O PP AP 1 29
TOtal EXCESS « vt ittt $1.845 §1,171

- Debt Covenants

The Company is subject to various debt covenants as a condition of its borrowing facilities. As of
December 31, 2003, in addition to the standard covenants of timely repayments of interest and principal, the
key debt covenants include maintaining minimum well-capitalized capital ratios (5%, 6%, and 10% for core
capital, Tier 1 risk-based and total risk-based capital, respectively), no less than “B” rating on the corporate
bond by Standard & Poor’s or Fitch, minimum net worth of $500 million for the Bank and $300 million for the
Parent Company, and minimum reserve to annualized charge-offs ratio of 2%. As of December 31, 2003, we
believe we were in compliance with all representations, warrantles and financial covenants under our
borrowing facilities.
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NOTE 12 — PARENT COMPANY FINANCIAL STATEMENTS

The following tables present IndyMac Bancorp financial information:

Condensed Balance Sheets

December 31,

2003 ' 2002
(Dollars in thousands)
Assets ‘ ‘ ‘
Cash................... e PR $ 109,710 ' $ 30,479
Loans held for investment, net . ........... .. ... .. . i - 5819 15,057
Securities classified as trading . . ... 17,148 35,159
Securities classified as available for sale ............ ... .. ... ... .. 2,016 —
Investment in and advances to subsidiaries ............ e 1,053,323 874,407
Foreclosed assets . ............. ... v, e - 950 17,579
Intercompany receivables........... ... .. ... ... .. ... e 5,679 1,305
Other assets . ...ttt i i SR, e '. 17,543 4,047
Total assets ...........ccvvnnin.. e e $1,212,188  $978,033
Liabilities and Shareholders’ Equity _
Trust preferred securities ... .. N P $ 183,643 $124,508
Borrowings ......... ... AP e 692 -
Other liabilities .. ..o vt e 10,422 3,560
Shareholders’ equity .. ... 1,017,431 849,965
. Total liabilities and shareholders’ equity ....................... $1,212,188  $978,033
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Condensed Statements of Earnings

Year Ended December 31,
2003 2002 2001
(Dollars in thousands)

Interest income

Loans . ..o e $ 1,197 § 2,520 § 588
Securities available for sale and trading . ................ 5,069 7,539 3,275
Intercompany notes. . ..ottt — 169 3,287
Other ... i 1,065 2,174 615
Total interest INCOME . .. ..o vt 7,331, 12,402 7,765
Interest expense :
Trust preferred securities ............... .. ... ... 12,221 11,581 1,419
Other .. o 894 443 75
Total interest expense . ............... VR 13,115 12,024 1,494
Net interest (loss) income. ...............ovvvnnn.., (5,784) 378 6,271
Provision for loan losses . .............. ... ... ... ....... 890 1,503 309
Net interest (loss) income after provision for loan losses (6,674) (1,125) 5,962
Other income ’
Equity in earnings of subsidiaries ...................... 179,878 143,639 119,195
Gain (loss) on securities, net .................... .. ... 5,760 7,357 (9,789)
Other income, net. ... ...t 18 24 28
Total otherincome ........... ... i, 185,656 151,020 109,434
O NEtTevenues . ... e P 178,982 149,895 115,396
EXPONSES . ..ottt e o 13,147 6,725 241
Earnings before provision for income tax .................. 165,835 143,170 115,155
Income tax benefit ............ .. ... ... .. . ... (5,468) (223) (1,679)
Net arnings .. ........ooorreiniininnne ., $171,303  $143,393  $116,834
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Condensed Statements of Cash Flows

Year Ended December 31,
2003 . 2002 - 2001
(Dollars in thousands)

Cash flows from operating aqtivitigs: ' ‘
NEt CaNINGS . .ottt e et $ 171,303  § 143393  § 116,834

Adj‘ustments to reconcile net earnings to net cash (used
in) provided by operating activities:

Accretion net of amortization .................... A (1,306) (5,595) (1,813)
(Gain) loss on securities .......... PR TP (5,760) o (3,566) 9,789
Provision for 1oan 10SSes . ... ..., 889 1,503 309
Equity in earnings of subsidiaries ................. (179.87¢) ~ (143,639)  (119,195)
(Sale of) and payments from mortgage and other loans ‘ ’
held forsale.......................ic.. ). (3,104) 1,427 —
Net decrease (increase) in other assets and liabilities . . 39,154 ‘(23,415') 21,349
Net cash provided by (used in) operating activities . . 21,298 (31,892) 27,271
Cash flows from investing activities: ‘ C :
Net decrease - (increase) in-loans held for investment .. 8,207 7,882 (5,181)
Purchases of securities available forsale ............. —_ (5,021) (42,217)
Sales of and payments from securitiés available for sale 312 6,357 10,486
Increase in investment in and advances to subsidiaries, = S
net of cash payments ...........0. ... ... ..., (12,114) (2,472)  (108,791)
Net decrease in note receivable from IndyMac Bank .. — 27,266, 151,274
Net cash (used in) provided by investing activities . . ' (3,595')‘ - 34,012 5,571
Cash Aows from financing activities: S ‘
Net proceeds from issuance of trust preferred securities 58,962 — 116,287
Issuance of warrants . .......... ... — — 52,277
Net proceeds from issuance of common stock and . . ,
exercise of stock options. . ......... ... ... ... 33,635 11,294 24,346
Cash dividends paid ................... ... .. ... (30,602) — -_
Purchases of common stock. . ... S ‘ (467) (131,543) {78,775)
Net cash provided by (used in). financing activities . . 61,528 (120,249) 114,135
Net increase (decrease) in cash and cash equivalents . . . . 79,231 -(118 129) 146,977
Cash at beginning of pcriod .......................... 30,479 148,608 1,631
Cash at end of period............ S ©$ 109,710 $ 30,479 % 148,608

NOTE 13 — TRANSFERS AND SERVICING OF FINANCIAL ASSETS

Retained Assets
In conjunction with our loan sale activities, we retain certain assets from private-label securitizations and
loan sales to GSEs. The primary assets retained include MSRs and, to a much lesser degree, AAA-rated

" interest-only securitiés, non-investment grade securities, and non- investment grade residual securities. The
allocated cost of the retained assets at the time of the sale is recorded as a component of the gain on sale of
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loans. We recognized a total of $387.3 million and $300.8 million in gain on sale of loans during the years

ended December 31, 2003 and 2002, respectively. The fair value of retained assets totaling $385.5 million and
$361.8 million in 2003 and 2002, respectively, is included as a component of these gains.

The key assumptions used in measuring the fair value of retained assets at the time of securitization
during the year ended December 31, 2003 on a weighted average basis were as follows:

Projected

Retained Lifetime  Discount Loss

Balance CPR Yield Rate

" (Dollars in thousands)

Mortgage servicing rights ........................ $289,119 14.00% 12.20% N/A

AAA-rated interest-only securities. ................ 47,791 23.75% 10.58%  N/A

AAA-rated principal-only securities. ............... 6,493 6.45% 7.09%  NJ/A
Investment grade mortgage-backed securities. . ... ... 14,833 32.68% 6.37% 2.01%
Non-investment grade mortgage-backed securities. . . . 3,739 40.00% 9.30% 0.23%
Non-investment grade residual securities ........... 23,526 27.64%  16.64% 1.32%

Total ... $385,501

The following table shows the hypothetical effect on the fair value of our retained assets using various
unfavorable variations of the expected levels of certain key assumptions used in valuing these assets at
December 31, 2003.

AAA-rated  AAA-rated Investment Grade Non-investment
Mortgage Interest- Principal- Mortgage- Grade Mortgage- Residual
Servicing Only Only Backed Securities Backed Securities Securities Total
(Deollars in thousands)

Balance sheet carrying value

of retained interests . . .... $443,688  $139,660 $8.518 $35,848 $11,942 $58,253  $697.909
Prepayment speed ‘

assumption ............. 16.80% 19.06% 8.30% 35.00% 21.50% 24.20% N/A
Impact on fair value of 10% ’

adverse change of

prepayment speed .. ..... $ 28791 § 9891 $ 213 § 1,113 $ 827 $ 3272 § 44,107
Impact on fair value of 20%

adverse change of :

prepayment speed ....... $ 37,699 $ 18,684 § 444 $ 3,179 $ 2,056 $ 6790 § 68,852
Discount rate assumption . .. 10.00% 9.80% 6.00% 6.30% 17.70% 17.50% N/A
Impact on fair value of 100

basis point adverse change $ 17,853 § 4,521 $ 430 $ 2,090 $. 888 $ 1,291 §$ 27,073
Impact on fair value of 200 ‘ ‘

basis point adverse change § 34,259 § 8,961 $ 822 $ 4,736 § 2,243 § 2453 $ 53474
Net credit loss assumption . . N/A N/A N/A 4.30% 2.80% 2.50% N/A
Impact on fair value of 10%

adverse change in credit

10SSES . v ov v N/A N/A -N/A $ 2,265 $ 2,090 $ 5195 § 9,550
Impact on fair value of 20%

adverse change in credit _

N/A N/A $ 4,884 $ 4,097 $9233 § 18,214

Iosses . ... i N/A
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These sensitivities are hypothetical and should be used with caution. Changes in fair value based on a
ten percent variation in assumptions generally cannot be extrapolated because the relationship of the change in
assumption to the change in fair value may not be linear. The effect of a variation in a particular assumption
on the fair value of the retained interest is calculated without changing any other assumption, or considering
the offsetting hedging impacts. In reality, changes .in one factor may result in changes in another, such as
hedging strategies and associated gains or losses, which might magnify or counteract the sensitivities.

Credir Risk on Securitizations

With regard to the issuance of private-label securitizations, we retain certain limited credit exposure in
that we may choose. to retain non-investment grade securities and residuals. These securities are subordinate
to investors’ investment-grade interests, which have rights to reimbursement of certain losses. We do not have
credit exposure associated with non-performing loans in securitizations beyond our investment in retained
interests in non-investment grade securities and residuals. The value of our retained interests include credit
loss assumptions on the underlying collateral pool to mitigate this risk. The following table summarizes the
collateral balance associated with our servicing portfolio of sold loans, and the balance of:non-investment
grade securities and residual securities retained at December 31, 2003. '

Balance of Retdined’ Assets
With Credit Exposure

Total Loans * Non-investment .
Serviced Grade Securities Residuals
(In thousands)
Prime : : - .

IndyMac securitizations............... e '$ 7,598,546 $ 9,099 $25,614
GSEs.......... P e 118,380,371 — —
Whole loan sales ......... e e 1,767,433 - -

‘ Subprime ] ' ' ) _ ) . .
- IndyMac securitizations .. ... ....... .. ... 1,256,883 1,083 32,639
Whole loan sales ................. e 309,491 —_ . e
Manufactured housing securitization . . . . e 187,981 . 1,760 Ti—
~ Total ... e U $29,500,705 $11,942 $58,253

As part of the normal course of business involving loans sold to the secondary market, we are occasionally
required to repurchase loans or make certain payments to settle breaches of our standard representations and
warranties made as part of the loan sales or securitizations. In anticipation of future probable losses related to
these loans, we have established a secondary market reserve and have recorded $26.7 million and $18.7 million
provisions to this reserve- as reductions to our gain on sale of loans during 2003 and.2002; respectively. The
balance in this reserve was $34.0 million and $37.6 million at December 31, 2003 and 2002, respectively,
which is included on the consclidated balance sheets as a component of other labilities. The calculation of the
reserve is a function of estimated probable losses based on actual pending claims and repurchase requests,
historical experience, loan volume and loan sale distribution channels.
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Qualifying Special-Purpose Entities

All loans sold in our private-label securitizations are issued through securitization trusts, which are
“qualifying special-purpose entities” under SFAS 140 “Accounting for Transfers and Servicing of Financial
Assets and Extinguishments of Liabilities.” Cash flows received from and paid to securitization trusts during
the years ended December 31, 2003 and 2002 were as follows:

Year Ended December 31,

2003 2002
(In thousands)
Proceeds from new securitizations .. .............c.c.uuinunnanon.. $ 5,276,875  $6,179,221
Servicing fees received ... ... ... 17,347 23,398
Other cash flows received on retained interests ................... 94,341 133,159
Clean-up calls. . ... (1,611,841) (124,238)
Loan repurchases for representations and warranties............... (7,082) (3,467)

As part of our normal servicing operations, the Company advanced cash to investors totaling $91.4 mil-
lion and $134.7 million during the years ended December 31, 2003 and 2002, respectively, and received cash
reimbursements from investors totaling $89.7 million and $131.5 million, respectively.

From time to time, IndyMac creates Net Interest Margin (“NIM”) trusts to further reduce our exposure
to losses on residual securities. NIM trusts are created for the securitization of residual securities from prior or
recently completed securitization transactions. NIM trusts issue bonds to outside investors secured by the
residual securities we contribute to the trusts. The cash proceeds from the sale of the NIM bonds to investors
are paid to us by the NIM trusts as payment for the residual securities. The NIM bonds are obligations of the
NIM trusts and are collateralized only by the residual securities. We are not obligated to make any payments
on the bonds. These entities represent qualified special-purpose entities and meet the legal isolation criteria of
SFAS 140. Therefore, these entities are not consolidated for financial reporting purposes, in accordance with
SFAS 140. At inception, the outside investors have the majority interest in the fair value of the residual
securities. We receive cash flows from our retained interests in the NIM trusts once the bonds issued to the
investors are fully paid off. We created one NIM trust during 2003 and two NIM trusts during 2002. At
inception of the trusts, we retained a 13.9% and 14.5% interest in these trusts during 2003 and 2002,
respectively. At December 31, 2003 and 2002, these NIM trusts held assets valued at $46.9 million and
$66.9 million, respectively, and our retained interests in these NIM trusts were valued at $16.0 million and
$24.5 million, respectively. Our retained interests are included as a component of securities classified as
trading securities on the consolidated balance sheets.

NOTE 14 — DERIVATIVE INSTRUMENTS

Effective January 1, 2001, we adopted the provisions of SFAS 133 for our derivative instruments, which
requires us to recognize all derivative instruments on the consolidated balance sheets at fair value. The
adoption of SFAS 133 resulted in a net after tax gain of $21,000 being recognized as a cumulative effect of a
change in accounting principle and a $2.5 million after tax reduction to OCI in shareholders’ equity in January
of 2001.

The following derivative financial instruments were identified and recorded at fair value as of January I,
2001, in accordance with adoption of SFAS 133:

» FNMA and FHLMC futures and forward contracts
» interest rate swap agreements

+ interest rate swaption agreements
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+ interest rate floor agreements
* interest rate cap agreements
+ rate lock commitments -

Generally speaking, ‘if interest rates increase, the value of our loan commitments and funded loans
decrease and loan sale margins are adversely impacted. We hedge the risk of overall changes in fair value of
loans held for sale and rate lock' commitments generally by selling forward contracts on securities of GSEs to
economically hedge the fair value of loan commitments and the funded loan portfolio. Under SFAS 133, these
forward contracts qualify as a fair value hedge of the funded loan portfolio. During the year ended
December 31, 2003, hedge ineffectiveness totaling $318,000 was recorded as an increase to gain on sale of
loans, and for the year ended December 31, 2002, $5.8 million was recorded as a decrease to gain on sale of
loans. The forward contracts used to economically hedge the loan commitments are accounted for as non-
designated hiedges. The fair value of loan commitments is recorded as a component of gain on sale of loans. At
December 31, 2003 and 2002, the fair value of these commitments amounted to $25.0 million and
$49.9 million; respectively. As such, as of December 31, 2003, the fair value of loan commitments was
recorded as an $8.4 million increase to gain on sale of loans, and as of December 31, 2002, as a $24.4 million
increase to gain on sale of loans.

We use.interest rate swap agreements to reduce our exposure to interest rate risk inherent in a portion of
the repurchase agreement borrowings and FHLB advances. A swap agreement is a contract between two
parties to exchange cash flows based on specified underlying notional amounts and indices. Under SFAS 133,
the swap agreements used on our repurchase agreement borrowings and FHLB advances qualify as cash flow
hedges. During the year ended December 31, 2003, the net loss on our interest rate swap and swaption
agreements was $3.3 million after tax, which was recorded as a component of OCI, with actual ineffectiveness
of $101,000 being recorded through earnings as a component of interest expense. During the year ended
December 31, 2002, the net loss on our interest rate swap agreements was $18.8 million after tax, which was
recorded as a component of OCI, with actual ineffectiveness of $26,000 being recorded through earnings as a
component of interest expense. Future effective changes in fair value on these interest rate swap agreements
will be adjusted through OCI as long as the cash flow hedge requirements are met.

Although we have not elected SFAS 133 hedge accounting on our servicing assets or trading portfolio,
economic hedges such as futures, interest rate floors, caps, and swaps are used for these assets to mitigate
valuation declines that result from changes and volatility in the interest rate environment. Gains and losses on
these derivative financial instruments are reported as a component of service fee income for mortgage
servicing assets, and as a component of gain or (loss) on mortgage-backed securities, net, for our AAA-rated
and agency interest-only and principal-only securities. ' o
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We had the following derivative financial instruments as of December 31, 2003:

Notional . Expiration
Amounts Fair Value Dates

(Dollars in thousands)

. Loans held for sale:

Rate lock commitments .................. ... ..... $ 2,148,391 $ 24,994 2004
Forward agencv and loan sales..................... 1,934,194 (11,943) 2004

FNMA put options .................... e 115,000 79 . 2004

AAA-rated interest-only securities and mortgage
servicing hedges: '

Interest rate caps (LIBOR/Swaps) ................ ‘ 1,944,190 1,190  2004-2006
Interest rate flooridors (LIBOR/Swaps) ............ 5,188,000 ‘28,853 2006-2008
Interest rate swaps (LIBOR) .................. ... 845,000 (2,568) 2004-2013
Interest rate swaptions (LIBOR) .................. 865,000 53,855  2004-2008

8,842,190 81,330
Liability-repurchase agreements:
Interest rate swaps (LIBOR) ..................... 2,007,000 (19,385) 2005-2009
Interest rate swaptions (LIBOR) .................. 2,950,000 39,778  2004-2006

$17,996,775  $114,853

While we do not anticipate nonperformance by the counterparties, we manage credit risk with respect to
such financial instruments by entering into agreements with entities (including their subsidiaries) approved by
a committee of the Board of Directors and with a long term credit rating of “A” or better. Unless otherwise
noted, we do not require collateral or other security to support financial instruments with approved
counterparties.

NOTE 15 — FAIR VALUE OF FINANCIAL INSTRUMENTS

The following table presents the estimated fair values of the various classes of financial instruments we
held as of December 31, 2003 and 2002. Fair value estimates were determined for existing balance sheet and
off-balance sheet financial instruments, including derivative instruments, without attempting to estimate the
value of certain assets and liabilities that are not considered financial instruments. Significant assets that are
not considered financial instruments under SFAS No. 107, “Disclosures about Fair Value of Financial
Instruments,” include MSRs, foreclosed assets, fixed assets, goodwill and intangible assets.

The estimated fair value amounts of our financial instruments have been determined using available
market information and valuation methods that we believe are appropriate under the circumstances. These
estimates are inherently subjective in nature and involve matters of significant uncertainty and judgment to
interpret relevant market and other data. The use of different market assumptions and/or estimation methods
may have a material effect on the estimated fair value amounts.
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Financial instruments consist of the following:

December 31, 2003

December 31, 2002

Carrying Estimated Carrying Estimated
Amount Fair Value Amount Fair Value
(In thousands)
‘Financial Assets: : .
Cash and cash equivalents ........... $ 115485 § 115485 $ 196,720 $ 196,720
Securities classified as trading-..... ... : 223,632 223,632 765,883 765,883
Mortgage-backed securities available for
sale. ... 1,613,974 1,613,974 1,573,210 1,573,210
Loans held forsale ................. 2,573,248 2,573,248 2,227,683 2,228,827
Mortgage loans held for investment.... 7,396,540 7,402,298 3,910,887 3,931,158
Investment in FHLB stock . .......... 313,284 313,284 155,443 155,443
Financial Liabilities:
Deposifs ......... e 4,350,773 4,260,193 3,140,502 3,147,495
" Advances from the FHLB ........... 4,934,911 4,949,477 2,721,783 2,786,237
Other borrowings ........... e 2,622,094 2,634,252 2,608,534 2,628,870
Derivative Financial Instruments: | .
Commitments to purchase and originate . ‘
loans ... 24,994 24,994 49,856 49,856
Commitments to sell loans and
SeCurities .. ... (11,943) (11,943) (39,450) (39,450)
Interest rate swaps .. ................ (21,953) (21,953) (26,563) (26,563)
Interest rate swaptions............... 93,633 93,633 — —
Interest rate caps, floors, flooridors and .
futures .. ..o 30,043 30,043 61,893 61,893
PUt OPHONS & . e 79 79 48 48

The following describes the methods and assumptions we use in estimating fair values: _

Cash and Cash Equivalents. Carrying amount represents fair value.

Mortgage-Backed Securities Classified as Available for Sale or Trading. Fair value is estimated using
quoted market prices or by discounting future cash flows using assumptxons for prepayment rates, market yield
requirements and credxt losses.

Loans Held for Sale. The fair value of loans held for sale is derived primarily from quoted market prices
for loans with similar coupons, maturities and credit quality.

Loans Held for Investment. Fair value is estimated using quoted market prices or by discounting future
cash flows using assumptlons for prepayment rates, market yield rcqulremenls and credit losses.

Investment in FHLB Stock. The carrying amount represents the fair value. FHLB stock does not have a
readily determinable fair value, but can be sold back to the FHLB at its par value with stated notice.

Deposits. The fair value of time deposits and transaction accounts is determined using a cash flow
analysis. The discount rate for time deposits is derived from the rate currently offered on alternate funding
sources with similar maturities. The discount rate for transaction accounts is derived from a forward LIBOR
curve plus a spread. Core deposit intangibles are included in the valuation.
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Advances from FHLB. The fair value of advances from FHLB is valued using a cash fiow analysis. The
discount rate is derived from the rate currently offered on similar borrowings.

Other Borrowings. Fair values are determined by estimating future cash flows and discounting them
using interest rates currently available to us on similar borrowings.

Commitments te Purchase and Originate Loans. Fair value is estimated based upon the difference
between the current value of similar loans and the price at which we have committed to purchase or originate
the loans, subject to the anticipated loan funding probability, or fallout factor.

Commitments to Sell Loans and Securities. We utilize forward commitments to hedge interest rate risk
associated with loans held for sale and commitments to purchase loans. Fair value of these commitments is
determined based upon the difference between the settlement values of the commitments and the quoted
market values of the underlying loans and securities.

Interest Rate Swaps, Swaptions, Caps, Floors, Flooridors and Futures. Fair value for the caps, floors,
flooridors, and put options is estimated based upon specific characteristics of the option being valued, such as
the underlying index, strike rate, and time to expiration, along with quoted market levels of implied volatility
for similar instruments. Interest rate futures are traded on the Chicago Board of Trade and market pricing is
readily available and continuously quoted on systems such as Bloomberg. Fair value for swap and swaption
agreements is estimated using discounted cash flow analyses based on expectations of rates over the life of the
swap or swaption as implied by the forward swap curve.

NOTE 16 — OPERATING EXPENSES

A summary of operating expenses is as follows:
Year Ended December 31,

2003 2002 2001
(In thousands)

Salaries and related. ... ... ... $228,931  $202,030 $168,961
Premises and equipment. ....... .. ... . ol 35,899 30,946 23,994
Loan purchase costs ................. P 29916 23,349 17,014
Professional services .. ... 20,706 22,997 16,481
Data processing .. ...t 36,236 20,500 16,069
Office ... . 22,925 18,151 15,371
Advertising and promotion. . ......... .t 26,803 13,705 10,575
Operations and sale of foreclosed assets................... 4,572 1,216 2,341
Other ... o 18,617 11,164 7,395

Total operating eXpenses . .........oveerneeinernnn.. $424,605  $344,058  $278,201
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NOTE 17 — INCOME TAXES -

The income tax >provision for the years ended December 31, 2003, 2002 and 2001 consisted of the
following:
Year Ended December 31,

2003 2002 2001
(In thousands)

Current tax expense

Fédcra@ ....... PSS $ 38800 $65,121 $14,174

State ... .. 9,981 9,902 5,717
Total current tax eXpense . . .......ouiiieni e 48,781 75,023 19,891
Deferred tax expense (benefit) .

Federal ....... ... .. ... ... .. e 53,222 12,256 57,125

State . e 9,376 (512) 12,958
Net deferred tax expense .. ... O 62,598 11,744 70,083
Total iNCOME taX EXPEMSE. . . o oot ere et $111,379  $86,767 $89,974

The tax-effect of temporary differences that gave rise to significant portions of deferred tax assets and
liabilities is presented below: :
' Year Ended December 31,
2003 2002
(In thousands)

Deferred tax assets _ ‘ _ _
Allowance for loan losses. . .............. PR $ 19111 §$§ 17,020

State taxes ...... R A ST . 11,341 - 5472
Total deferred tax assets .. ...ttt 30,452 22,492
Deferred tax liabilities
Mortgage securities and servicing rights .................. ... ... (161,113) (92,634)
O . (5,487) (8,064)
Total deferred tax liabilities ................ ... ... iun... (166,600)  (100,698)
Deferred tax liability, net ................ ... ... o L, $(136,148) $ (78,206)

The effective income tax rate differed from the federal statutory rate for 2003 and 2002 as follows:

Year Ended
A 03 200
Federal statutéry 21 1= P o 35.0%  35.0%
State income taxes, net of federal tax effect........... ... ... .. .. ... ... .. ... 4.5% 2.6%
Otheritems, net......... ... .. i [ P 0.H% 0.1%
Effective income tax rate .......................... T EE R TR 39.4% 3_7_1%

The reduction in the state income tax rate for 2002 was the result of state tax initiatives, including tax
credits, which were realized in 2002 in connection with the Company’s expansion and hiring of employees in
certain California enterprise zones, as well as the Company’s national expansion. The majority of these tax
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benefits are non-recurring and thus, prospectively, our state income tax rate is expected to be at a higher level,
consistent with the 2003 rate.

NOTE 18 — EARNINGS PER SHARE

The following is & reconciliation of the numerator and denominator of the basic and diluted earnings per
share calculation:

Earnings Average Shares  Per Share
(Numerator) (Denominator) Amount

(In thousands, except per share data)

December 31, 2003

Basic earnings .. ... $171,303 55,247 $ 3.10
Effect of options and restricted stock ................. — 1,679 _(0.09)
Diluted earnings .............coiiiiiiiiiiiiiinnn $171,303 56,926 $ 3.01
December 31, 2002

Basic earnings ........ ... i e $143,393 58,028 $ 247
Effect of options and restricted stock ................. — 1,564 (0.06)
Diluted earnings .............ccci i, $143,393 59,592 $ 241

Options to purchase 4.7 million shares of common stock at an average exercise price of $24.75 were
outstanding, but. were not included in the computation of diluted earnings per share because the options’
exercise prices were greater than the average market price of the common shares and, therefore, the effect
would be antidilutive.

Additionally, 3,500,000 warrants issued in November of 2001, as part of the WIRES offering, each
convertible into 1.5972 shares of our common stock at an effective exercise price of $31.31 per share, were
outstanding, but were not included in the computation of diluted earnings per share because the effects were
antidilutive. The WIRES are described in more detail in Note 11.

NOTE 19 — ACCUMULATED OTHER COMPREHENSIVE (LOSS) INCOME

The following table presents the ending balance in accumulated other comprehensive (loss) income for
each component:
" Year Ended December 31,
2003 2002 2001
(In thousands)

Net (loss) gain on mortgage-backed securities available for

sale

AAA-rated agency securities . .................. ... $ (191) $§ (548) $ (46)

AAA-rated agency notes .......... i (1,537) — —

AAA-rated non-agency securities .. .............. .. (4,393) (770) - (3,876)

Other investment and non-investment grade securities. .. . .. 717 1,328 93

Residual securities ...t — — 3,362
Net (loss) gain on mortgage-backed securities available

forsale ... ... . (5,404) 10 (467)
Net unrealized (loss) gain on interest rate swaps used in

cash flow hedges ....... e (21,050)  (17,757) 1,037

Total oot DT $(26,454) $(17,747) $ 570
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The following table presents the changes to other comprehensive (loss) income and the related tax effect
for each component:

Year Ended December 31,
2003 2002 2001
(In thousands)

Net (loss) gain on mortgage-backed securities available for sale. $(8,949) $§ 6,287 § 3,291

Related tax benefit (expense) ............. ... . . 3,535 (2,798)  (1,15%)
Mortgage securities transferred to trading . .................. — (5,156) r—

Related tax benefit . ... ... . . . — 2,143 —
Transition adjustment on interest rate swaps used in

cash flow hedges ...... .. .. ... . — — (4,298)

Related tax benefit ... .. ... .. ... . . . — —_ 1,805
Net (loss) gain on interest rate swaps used in cash flow hedges (5,443)  (32,126) 6,039

Related tax eXpense ..........covuuriniiiin e, 2,150 13,333 (2,509)
Change to accumulated other comprehensive (loss) income.... $(8,707) $(18,317) $ 3,173

NOTE 20 — COMMITMENTS AND CONTINGENCIES

Legal Matters

On February 3, 2004, Washington Mutual Mortgage Securities Corporation filed a lawsuit against
IndyMac in the Superior Court of the State of California. The lawsuit involves a contractual dispute about
standard representations and warranties on single-family mortgage loans that were sold to PNC Mortgage
Corporation ‘during the period 1997 to 2000, prior to Washington Mutual’s acquisition of PNC Mortgage
Corporation in 2001. Washington Mutual alleges damages of approximately $50 million, the bulk of which
includes the principal balancé of the loans in question, with the remainder of the amount consisting of interest
and alleged losses. The loans in question represent less than 1% of the nearly $6 billion in loans that were sold
to PNC between 1997 and 2000. IndyMac maintains a reserve for potential losses related to its standard
representations and warranties on loans sold and discusses such reserve in its financial statements filed with the
SEC. Management believes that the resolution of this dispute will not have a material impact on the financial
condition of IndyMac.

We are involved in other litigation arising from normal operations. In the opinion of management, none of
these matters are likely to have a materially adverse effect on our results of operations or financial condition.

" Commitments

We enter into a number of commitments in the normal course of business. These commitments expose us
to varying degrees of credit and market risk and are subject to the same credit and risk limitation reviews as
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those recorded on the consolidated balance sheets. The following types of non-derivative commitments were
outstanding at year end:

December 31,
2003 2002
{In thousands)

Investment portfolio commitments to:

" Purchase loans pursuant to clean-upcalls ............... ... .. .... $ 203,529 $219,185
Purchase servicing. . .......... i e — 4,119
Undisbursed loan commitments: :
Builder construction . ........... ... ..... e T 474,028 809,960
Consumer CONSIIUCION . . . .ot vttt e e 897,554 603,667
HELOC ....................... e 477,719 459,537
Letters of credit .. ... ... ... .. .. . i, 16,507 9,048

The Bank has notified the trustees of certain securitization trusts that.we intend to exercise our clean-up
call rights. A clean-up call right is an option we retain when we securitize our loans and retain the related
servicing rights. This option allows us to purchase the remaining loans from the securitization trusts if the
amount of outstanding loans falls to a specified level, generally 10% of the original securitized loan pool
balance. At this level, the costs of servicing these loans exceeds the economic benefit of servicing the loans. At
December 31, 2003, the loan purchase commitment under our clean-up call rights approximated $203.5 mil-
lion. The Bank exercises its clean-up call rights based on management s assessment of the economic benefits
and costs associated with such transactions. :

Additionally, during 2002, the Company entered into agreements with two mortgage insurance compa-
nies to reimburse those companies for any losses incurred on certain portfolios of single-family mortgage loans.
The total single-family mortgage loans covered by these agreements was $83.1 million and $114.7 million as of
December 31, 2003 and December 31, 2002, respectively. The Company’s obligations under these agreements
are accounted for in the secondary marketing reserve, which is included in other liabilities on the consolidated
balance sheets. Total reimbursements of $11.1 million were paid in 2003 related to these agreements.

Leases

We lease office facilities and equipment under lease agreements extending through 2010. Future
minimum annual rental commitments under these non-cancelable operating leases, with initial or remaining
terms of one year or more, are as follows for the years ended December 31:

Year __ Total

(In thousands)
2004 . $11,291
2005 L e 10,721
2006 . e 9,565
2007 e e 8,396
2008 L 7,283
Thereafter ....... ... .. .. ... .. . 7,269
Total ..o $54,525

Included in the above table is an average annual payment of $4.5 million, for a total of $28.3 million
through March 2010, payable to Countrywide Financial Corp., Inc. (“CFC”) for our corporate headquarters
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in"Pasadena, California. At the time the lease was entered into, CFC was considered a related party to the
Company. : ’

Rental expense, net of sublease income, for all operating leases wés $17.0 million, $15.0 milliﬁ)ﬁ, and
$13.0 million, in 2003, 2002, and 2001, respectively.

NOTE 2t — RELATED PARTY LOANS

At December 31, 2003, we had $1.3 million in notes receivable from our employees. There were no such
loans outstanding with directors at that date. At December 31, 2002, we had $2.9 million in notes receivable
from our directors and employees. These loans have varying interest rates and terms and were secured by
IndyMac stock or real estate.

NOTE 22 — REGULATORY REQUIREMENTS

Federal Reserve Board regulations require depository institutions to- maintain certain deposit reserve
balances. One of our subsidiaries, IndyMac Bank, is a depository institution required to maintain deposit
reserves under the Federal Reserve Board regulations. At December 31,2003, IndyMac Bank’s deposit reserve
balance of $6.5 million, included with cash and cash equivalents on the consolidated balance sheets, met the
required level. : ' :

IndyMac Bank’s primary federal regulatory agency, the OTS, requires savings associations to satisfy three
minimum capital ratio requirements: tangible capital, Tier 1 core (leverage) capital and risk-based capital. To
meet general minimum adequately capitalized requirements, a savings association must maintain a tangible
capital ratio of 1.5%, a Tier | core capital ratio of 3% for the most highly rated associations and 4% for others,
and a risk-based capital ratio of 8%. Most associations are expected to maintain capital levels in excess of the
above-mentioned capital levels. The OTS regulations also specify minimum requirements to be considered a
“well-capitalized institution.” A “well-capitalized” savings association must have a total risk-based capital
ratio of 10% or greater and a leverage ratio of 5% or greater. Additionally, to qualify as a “well-capitalized
institution,” a savings association’s Tier | risk-based capital must be equal to at least 6% of risk-weighted
assets. In order not to be deemed-“critically undercapitalized” and therefore subject to immediate remedial
action, a savings association must maintain a tangible equity to tangible assets ratio of 2%. As a result of the
SGYV Bancorp, Inc. acquisition in July 2000, the OTS required that the Bank hold Tier 1 (core) capital of at
least 8% of adjusted assets for three years following the consummation of the transaction and maintain a total
risk-based capital position of at least 10% of risk-weighted assets. This particular condition expired on July 1,
2003, and the Bank has committed to the OTS to maintain the “well-capitalized” minimums. IndyMac Bank
is currently “well-capitalized.” However, the characterization of IndyMac Bank as “well-capitalized” by the
OTS is for “prompt corrective action” purposes only and does not necessarily characterize IndyMac Bank’s
financial condition. ‘

During 2001, the OTS issued guidance for subprime lending programs, which requires a lender to
quantify the additional risks in its subprime lending activities and determine: the appropriate amounts of
allowances for loan losses and capital it needs to offset those risks. During the fourth quarter of 2003, the
Company revised its approach to conform to this guidance and this revised approach was accepted by the
OTS. Whereas in the past, subprime loans were determined based on increasing risk levels using secondary
marketing and rating agency securitization models, the revised approach now generally classifies as subprime,
all loans in a first lien position with a FICO score less than 620 and all loans in a second lien position with a
FICO score less than 660. As of December 31, 2003, loans meeting this revised definition were supported by
capital. equal to two times that of similar prime assets. We report our subprime loan calculation in an
addendum to the Thrift Financial Report that we file with the OTS. As of December 31, 2003, subprime loans
held for sale totaled $364.3 million as calculated for regulatory reporting purposes.
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The following table presents the Bank’s actual and required capital ratios and the minimum required
capital ratios to be categorized as “well-capitalized” at December 31, 2003. Because not all institutions have
uniformly implemented the new subprime guidance, it is possible that IndyMac’s risk-based capital ratios will
not be comparable to other institutions. The impact of the additional risk-weighting criteria had the effect of
reducing IndyMac’s risk-based capital by 66 basis points as noted in the table that follows.

Adjusted for
As Reported Additional Well-
Pre-Subprime Subprime Capitalized
Risk-Weighting Risk-Weighting Minimum

Capital Ratios:

Tangible .. ..... ... 7.56% 7.56% 2.00%
Tier 1 COre ... oo 7.56% 7.56% 5.00%
Tier 1 risk-based ....... ... ... i 12.35% 11.73% 6.00%
Total risk-based. . ............................ 12.95% 12.29% 10.00%

The ratios above do not include $105.1 million of unencumbered cash at IndyMac Bancorp that is
available for contribution to the Bank’s regulatory capital. Under the capital distribution regulations, a savings
association that is a subsidiary of a savings and loan holding company must notify the OTS of an association
capital distribution at least 30 days prior to the declaration of a dividend or the approval by the Board of
Directors of the proposed capital distribution. The 30-day period provides the OTS an opportunity to object to
the proposed distribution if it believes that the distribution would not be advisable.

An application to the OTS for specific approval to pay a dividend, rather than the notice procedure
described above, is required if: (a) the total of all capital distributions made during a calendar year (including
the proposed distribution) exceeds the sum of the institution’s year-to-date net income and its retained income
for the preceding two years; (b) the institution is not entitled under OTS regulations to “expedited treatment”
(which is generally available to institutions the OTS regards as well run and adequately capitalized); (c) the
institution would not be at least “adequately capitalized” following the proposed capital distribution; or,
© (d) the distribution would violate an applicable statute, regulation, agreement, or condition imposed on the
institution by the OTS. V

‘In addition to OTS regulatory requirements we are subject to maintaining, the Bank is required to
maintain compliance with various servicing covenants such as 2 minimum net worth requirement. Manage-
ment believes the Bank was in compliance with all such covenants as of December 31, 2003 and 2002.

NOTE 23 — BENEFIT PLANS

Stock Incentive Plans

We have two stock incentive plans, the 2002 Incentive Plan, as amended and restated, and the 2000
Stock Incentive Plan, as amended (collectively, the “Plans”), which provide for the granting of non-qualified
stock options, incentive stock options, restricted stock awards, performance stock awards, stock bonuses and
other awards to our employees (including officers and directors). Options and awards are granted at the
average market price of our common stock on the date of grant, vest over varying periods beginning at least
one year from the date of grant, and expire ten years from the date of grant. Unearned compensation on stock
awards is being amortized to compensation expense over the service period, not exceeding five years, and is
recorded as a reduction in shareholders’ equity. In addition to the preceding activity pursuant to the Plans,
237,711 restricted stock awards were granted during 2003, primarily in lieu of commission cash bonuses, for a
fair value of $4.9 million and a weighted average share price of $20.60. As of December 31, 2003, 280,574
nonvested restricted stock awards were outstanding and 23,518 restricted stock awards were forfeited during
2003. Compensation expense during 2003 related to these restricted stock awards totaled $2.3 million.
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As of December 31, 2003, options to purchase 4.7 million shares were exercisable. There were 1.0 million
shares reserved for options and future award grants outstanding under the Plans as of December 31, 2003.
Stock option transactions for the years ended December 31, 2003, 2002, and 2001, respectively, are

summarized as follows:

Number of Shares

2003 2002 2001
Options outstanding, beginning of year ............... 11,159,592 8,983,388 7,201,023
Options granted ........... ... oo, 1,235,888 3,631,214 3,432,847
Options exercised . . ....... ..o i (1,770,428) (710,325) (1,535,714)
Options forfeited .......... ... ... ... ..., (848,656) (744,685) (114,768)
Options outstanding, end of year .................... 9,776,396 11,159,592 8,983,388
Options exercisable, end of year. .. .................. 4689334 4251302 2,903,143
Weighted Average Exercise Price
2003 2002 2001
Options outstanding, beginning of year.......... .. P $18.95 $16.92 $12.11
Options granted . . ....... ... ... i i 19.97 23.85 24.50
Options exercised ................. e 14.22 12.68 11.28
Options forfeited ......... ... ..o 24,00 24.23 17.10
Options outstanding, end of year....................... “19.50 18.95 16.92
Options exercisable, end of year ....................... 17.62 14.63 12.12

The following summarizes information about stock options outstanding at December 31, 2003:

Options Oﬁtstanding Options Exercisable

Weighted
Average Weighted Weighted
Number Remaining Average Number Average
Range of Outstanding Contractual Exercise Exercisable Exercise
Exercise Prices at Period End Life (Years) Price at Period End Price
$ 8.87-811.83 .............. 2,362,954 53 $10.96 1,762,954 $10.88
$11.84-814.78 .............. 609,420 4.5 13.07 609,420 13.07
$14.79-817.74 .. ............ 104,767 6.5 16.93 104,767 16.93
$17.75-%$2070 . ............. 1,713,865 8.8 18.84 127,323 18.56
$20.71 -%23.65 . ... 269,438 3.9 22.39 76,031 21.93
$23.66-826.61 .............. 4,673,369 7.7 24.72 1,983,310 24.69
$26.62-$29.67 .............. 42,583 7.7 27.47 25,529 27.55
$ 887-$29.67 .............. 9,776,396 7.1 19.50 4,689,334 17.62

Pension Plan

Through December 31, 2002, we provided a defined benefit pensicn plan (the “DBP Plan”) to

substantially all of our employees. Employees hired prior to January 1, 2003, with one or more years of service
are entitled to annual pension benefits beginning at normal retirement age (65 years of age) equal to a formula
approximating 0.9% of final average compensation multiplied by credited service (not in excess of 35 years),
subject to a vesting requirement of five years of service. Our policy is to contribute the amount actuarially
determined to be necessary to pay the benefits under the DBP Plan, and in no event to pay less than the
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amount necessary to meet the minimum funding standards of Employee Retirement Income Security Act of
1974 (“ERISA”). Employees hired after December 31, 2002 are not eligible for the DBP Plan.

The changes in the DBP Plan assets during 2003 and 2002 consisted of actual return on assets of
$1.5 million and ($521,000), respectively, and employer contributions of $4.8 million and $2.3 million,
respectively, for a net fair value of $12.7 million and $6.3 million at December 31, 2003 and 2002, respectively.

Changes in the benefit obligation were as follows:

Year Ended
Décember 31,
2003 2002
. (In thousands)
Benefit obligation, beginning of year ........... ... ... ... . .. ... .. $12,167 $ 6,645
S BIVICE COST. o v vt e et e e e e e e e e 3,729 2,862
TNEErESt COSE o\ ittt ittt e e e 886 465
Benefits paid including eXpense . ... 27) (25)
Actuarial 108S . ... i 4,760 2,220
Benefit obligation, end of year ............ e $21,515 $12.167
Reconciliations of funded status were as follows:
Year Ended
December 31,
2003 2002
(In thousands)
Funded Status .. ... ... . i i $(8,807) $(5,834)
Unamortized prior service cost..............c.c.n... S P 714 769
Unrecognized net actuarial loss ........... ... i 7,435 3,745
Accrued pension cost. . . .. e $ (658)  $(1,320)
Net periodic expense for the DBP Plan was as follows:
’ Year Ended
December 31,
2003 2002
(In thousands)
S ETVICE COSt . ot vttt et e $3,729 $2,862
Interest cost .............. ... ....... P 886 465
Expected returnn on assets ... ..ottt e (658) (364)
Recognized actuarial loss ............ ... ... ... ... ... e 189 —
Amortization of prior service cost ................ P 56 56
Net periodic EXPEnSe . . ..o vttt et e $4,202 $3,019
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Weighted average assumptions used in accounting for the DBP Plan were as follows:

Year Ended
December 31, -
4 003 2002
Assumed discount rate ... .. [ e N 6.75% 7.00%
Rate of compensation increase ...... ..., e [ 4.00% 4.00%
Expected return on assets ........ e 7.50% 8.00%

The allocation for the defined benefit pension plan as of the measurement date, by asset category, is as
follows:

Year Ended

December 31,

2003 2002
Money market . .. ...t e — 1%
Bond and mortgage . . ..o e 35% 40%
Large cap stock index....... ... .. ... . .. .. _65% 59%

TOtal .ot 100% 100%

The investment goals and the allocation of the plan assets are determined jointly by the Employee
Benefits Fiduciary Committee and Principal Life Insurance Company, recordkeeper and custodian of the DBP
plan.

Defined Contribution Plan

We also offer a defined contribution plan (the “401(k) Plan”) covering substantially all of our
employees. Employees with 90 days or more of service may contribute up to 16% of annual compensation to a
maximum of $12,000 of pre-tax annual compensation in 2003. We may determine, at our discretion, the
amount of employer matching contributions to be made. We contributed a total of $3.7 million, $2.7 million,
and $1.8 million during the years ended December 31, 2003, 2002 and 2001, respectively. During each of the
years, we matched 75% of the first 3% of the annual compensation contributed by the employee and 25% of
the second 3% of the annual compensation contributed by the employee to the 401 (k) plan. The employer
matching contribution was made with IndyMac common stock in 2001, but, beginning January 1, 2002, the
employer matching contribution was made in cash. ‘

NOTE 24 — SHAREHOLDER RIGHTS PLAN

Our Board of Directors adopted a Shareholder Rights Plan (the “Rights Plan”) on October 17, 2001.
The Board’s purpose in adopting the Rights Plan is to protect shareholder value in the event of an unsolicited
offer to acquire us, particularly one that does not provide equitable treatment to all shareholders. In connection
with the adoption of the Rights Plan, we declared a distribution of one right to purchase one one-hundredth of
a share of Series A Junior Participating Preferred Shares (“‘Preferred Shares”) for each outstanding share of
common stock, payable to the shareholders of record on November 1, 2001. These rights automatically
become associated with outstanding shares of common stock on our books, and individual shareholders need
take no action with respect thereto. The rights will not become exercisable unless an investor. acquires
15 percent or more of our common shares, or announces a tender offer that would result in the investor owning
15 percent or more of our common shares or makes certain regulatory filings seeking authority to acquire
15 percent or more of our common shares. If someone does acquire 15 percent or more of our common shares,
or acquires us in a merger or other transaction, each right would entitle the holder, other than the investor
triggering the rights and related persons, to purchase common shares, or shares of an entity that acquires us, at

F-49




INDYMAC BANCORP, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

half of the then current market price. The Board of Directors authorized and directed the issuance of one right
with respect to each common share issued thereafter until the redemption date (as defined in the Rights
Agreement). The terms of the rights are set forth in the Rights Agreement between us and the Bank of New
York, as Rights Agent, dated as of October 17, 2001. The rights will expire at the close of business on
October 17, 2011, unless we redeem them earlier. The Preferred Shares have a par value of $0.01 per share,
are junior to all other series of our preferred shares, and are entitled to quarterly dividends at a rate equal to
the dividends paid, if any, on 100 common shares. Each one one-hundredth of a Preferred Share entitles the
holder to one vote on matters submitted to a vote of our shareholders. The Rights Plan can be terminated or
amended by the Board at any time.

NOTE 25 — QUARTERLY FINANCIAL DATA — UNAUDITED

Selected quarterly financial data follows for the years ended December 31, 2003 and 2002:

March 31 June 30 September 30 December 31
(Dollars in thousands, except per share data)

2003
Interest income ............. ... ..... $128,196  $132,477 $147,339 $167,829
Tnterest eXPense . .......ooooeeeeeeen... 65,172 64,962 64,886 69,884
Net interest income. . .........covvvn... 63,024 67,515 82,453 97,945
Provision for ioan losses .......... e 3,100 6,900 6,200 3,500
Gain on sale of loans and securities, net .. 76,873 92,888 112,851 73,846
Net earnings. .. ..., e 36,917 41,369 49,704 43,313
Earnings per share(l)
Basic ............ ... ... SR $ 067 $ 075 $ 090 $ 078
Diluted .......................... . 0.66 0.73 0.87 0.75
2002 - '
Interest income .............. ..., $123,682  $113,560 $118,174 $121,688
Interest expense............cooovveenn.. 69,928 64,357 67,799 65,732
Net interest income. ................... . 53,754 49,203 50,375 55,956
Provision for loan losses ................ 4,186 3,568 2,700 5,700
Gain on sale of loans and securities, net . . 70,478 73,981 84,953 75,827
Net earhings .......................... 36,019 34,574 37,204 35,596
Earnings per share(1): '
Basic.................... T $ 060 $§ 058 .§ 065 $ 065

Diluted .................. e 0.58 - 0.56 0.64 0.63

(1) Earnings per share are computed independently for each of the quarters presented. Therefore, the sum of
the quarterly earnings per share may not equal the total for the year.

NOTE 26 — SUBSEQUENT EVENT — UNAUDITED

,On January 29th, 2004, IndyMac’s Board of Directors declared a cash dividend of $0.25 per share for the
first quarter of 2004, up 25% relative to the fourth quarter of 2003 and up 150% over the dividend in the year
ago period when the Company reinitiated dividend payments. The cash dividend is payable March 11, 2004 to
shareholders of record on February 12, 2004.
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Richard S. Koon I1
John Krantz
Jeffrey W. Lankey
John Lawrence
Don E. Linde

Karen M. Mastro
Susan E. McGovney
Thomas E. McKnight
Ellen F. Mochizuki
Virginia Morse
Mark A. Mozilo
Francisco Nebot
Sharad Nishith
Barbara Perez
Timothy D. Ray
John J. Reed
Michael Rich

Maria A. Roa
Andrew J. Sciandra
Kenneth Shellem
Richard L. Sommer
Robert Suarez
Walter Tharp
Thomas Wagner
Raedelle A. Walker
Marie-Therese Wynne
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